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The General Accountmg Office has reviewed the admmlstratlon of 

b 
the commercial import program for Vlet Nam by the Agency for Inter- 
natlonal Development (AID). This report presents our fmdmgs. 

Under the commercml Import program, the United States fmances 
the dollar costs of commodltles procured abroad by Vietnamese Import- 
ers. The prmclpal purpose of the program LS to combat mflatlon in 
Vret Nam by fmancmg purchases of imports to be sold comrnerclally m 
Vlet Nam and thereby absorb excess currency. Durrng calendar years 
1965 and 1966, the money supply mcreased 77 percent and 37 percent, 
respectively, prmclpally because of mcreased budgetary deflclts by the 
Government of Viet Nam and large expenditures by United States ele- 
ments. During these same periods, llvmg costs rose 40 percent and 
68 percent, respectively, In the first 5 months of 1967, llvmg costs rose 
another 13 percent. 

The program also helps to meet Vlet Namfs foreign exchange needs 
and provides, through the sale of the imported commodltles, budget as- 
sistance for the Government of Vlet Nam. 

The 1966 obllgatlons of the program-=-$397 ml&on--represented 
about 15 percent of the worldwlde obllgatlons of the Agency for Inter- 
national Development 

We found that the commercial import program m Vlet Nam 1s par- 
ticularly subJect to abuse because of its nature and the sltuatlon m Vlet 
Nam Illlclt practices uncovered by United States audits and mspectlons 
are contamed m appendix VIII 
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We found also that AID, to reduce abuses, has taken a number of 
basic steps to tighten management control of the program. The Agency’s 
success vvlll depend both upon the extent to which its controls can be en- 
forced and upon the cooperation of the Government of Viet Nam, Without 
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such controls and cooperation, few substantrve improvements can be 
expected. The steps mltrated by the Agency are as follows., 

--Commodity analysts have been assigned to prepare studies of 
Vietnamese requirements and capablllties, 

--More effort has been given to screening Vietnamese import 
licenses, 

- - To mmlmlze hoarding and speculation, competltlon between 
Vietnamese Importers 1s being stimulated, and 

--The procurmg of certarn bulk commodltres, such as fertilizer, 
1s bemg done by the United States to mlnimlze collusron be- 
tween importers and suppllers and to achieve economies through 
cons&dated purchasing and shipping, We are recommending 
that AID consider expanding the number of commodltles procur- 
able by the United States. 

AID does not specify the types and quantities of commodltles be- 
ing Imported, although some commodltles are declared mellglble for 
United States fmancing and AID commodity analyses are expected to m- 
fluence the declslons of Vietnamese businessmen as to what they will 
import, Thus, the basic declslon as to what will be imported under the 
program 1s determmed by the Vietnamese importers and 1s based pre- 
sumably on the interplay of market forces., 

In countries other than Vlet Nam AID’s Import programs are based 
on detailed reviews and justlflcatlons of just what amounts of what com- 
modities wrll be financed, AID officials have mdlcated that their con- 
ventional program practices are not practical m Vret Nam because these 
practices are too slow, m view of the rapld changes ln economic factors, 
and because they do not have sufflclent program data for forecastmg, 

AID En consultation with the Government of Vlet Nam also has de- 
clared a number of commodltles mellglble for further fmancmg on the 
grounds that their needs can be met with Vietnamese foreign exchange 
reserves. Further efforts are bemg made m this dlrectlon, particularly 
m financing relatively small transactions that are dlfflcult for the United 
States to monktor effectively, 
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We noted that improvements had been made by the end of June 
1.967 regardmg congestron m the commercial sector of the port of 
Saigon. Some improvements were also noted m the time taken to dls- 
charge commercial cargoes from vessels As the result of excessive 
delays m discharging AID-financed cargoes, AID estimates that rt wrll 
either incur or fmance about $15.5 ml&on m demurrage and congestion 
charges for fiscal year 1967 

AID has mstalled an automated system to account for mcommg 
cargoes, The system 1s m operation, but m our opmron much remams 
to be done to make rt fully effective Addltlonal data IS needed to identify 
and locate, more precisely, mcommg cargoes. 

We plan to further review the administration of the commercial 
import program through a number of m-depth exammations. These ~111 
include reviews of (1) controls over the programmmg, purchasmg, re- 
cervmg and utLizatron of mdlv1dua.l program commodztres, (2) the ac- 
countabrlity over mcommg cargoes at the Sargon port and elsewhere, 
(3) the control and use of the local currencies generated under the pro- 
gram, and (4) the status of refund claims orlgmated by the United States 
m connectron with program transactions. 

Thrs matter is bemg reported to the Congress because of the con- 
cern of the Congress and the executive branch both wzth effective man- 
agement of the program and its operation m a manner consistent wrth 
program objectives and with the need of the Congress for information 
regardmg what IS or IS not bemg done m terms of management controls 
over the program 

Copres of this report are bemg sent to the Director, Bureau of 
the Budget, the Secretary of State, the Secretary of Defense, and the 
Admmrstrator, Agency for International Development. 

Comptroller General 
of the United States 
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REPORT ON SURVET 

OF - 
THE AGENCY FOR INTERNATIONAL 

DEVELOPMENT'S MANAGEMENT AND OPERATION 

OF THE 

COMMERCIAL IMPORT PROGRAM FOR VIET NAM 

DEPARTMENT OF STATE 

AGENCY FOR INTERNATIONAL DEVELOPMENT 

DEPARTMENT OF DEFENSE 

INTRODUCTION 
The General Accounting Office has made a survey of the manner 

In which the Agency for International Development (AID) manages 

the commercial Import program (CIP) for Vlet Nam This examination 
was undertaken pursuant to the Budget and Accounting Act, 1921 

(31 u s.c 53), and the Accounting and Audltlng Act of 1950 

(31 U s.C 67). 
Our work was performed at the Washington headquarters of AID 

(herelnafter referred to as AID/Washington) and at AID's Mlsslon 
In Vlet Nam (hereinafter referred to as USAID) in conslderatlon of 

(1) the concern of both the Congress and the executive branch with 
effective management of this program and of ensuring that It 1s 

operating In a manner consistent with its obJectIves and (2) the 
need of the Congress for lnformatlon regarding what 1s or 1s not 

being done In terms of management controls over thns program, 

which during fiscal year 1966 absorbed 15 percent ' of AID's total 

1 A total of $2,668 mL11lon was obligated by AID for all programs of 
economic assistance throughout the world during fiscal year 1966, 
of which $397 mllllon was for CIP In Vlet Nam, 



obllgatlons and which Increased more than I.50 percent between fls- 
cal years 1965 and 1966. 

Our lnqulrles were prlnclpally focused upon the broader as- 

pects of program management and Included related policies and pro- 

cedures of AID, the agency prlnclpally responsible for managing 

this program. Recognlzlng that adequate program management should 

be geared to yield effective results at key program control points, 

we performed llmlted tests designed to reveal qualltatlve and quan- 

titative data regarding certain key aspects of program operations, 

Our field work was dlrected primarrly to the manner In which 
AID was managing the program, with particular reference to program 

formulatron and controls exercised over Its lmplementatlon, lnclud- 

lng program accountablllty, the port sltuatlon In Saigon, and sur- 

veillance activities. We did not, however, undertake to ascertain 

the extent of commodity losses resulting from dlverslons or other 

causes. In a specsal report to the President on January 9, 1967, 

AID estimated that the then-current rate of theft of CIP commodl- 

ties from off-loading through port clearance In Saigon was between 

2 and 5 percent We analyzed this report' and concluded that we 

could not express an oplnlon on the accuracy of this estimate be- 
cause there was not adequate supporting data regarding commodity 

accountablllty. 

Much of the operatlonal-type data accumulated during our sur- 

vey and presented in th1.s report may not be fully reliable in abso- 

lute terms, as a result of there not being an adequate data accumu 

latlon and retention system at USAID-- a condltlon well recognized 

by USAID at the time of our survey and one which It was endeavorin: 

1 Report to the Chairman, Committee on Foreign Relations, Unlted 
States Senate (B-160763, April 27, 1967) 
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to rectify. Therefore, many of these data are presented 1.n the 

framework of hlstorlcal lnformatlon compiled on a consistent basis, 

In order to offset such error factors Moreover, such comparisons 

of data also serve the purpose of assessing overall improvements or 

retrogressrons In program operations We also considered data that 

we acquired In the context of known problem areas and of the need 
for management improvement, as well as of actions taken or contem- 

plated to Improve management control practices. 
Our work conslsted of dlscusslons with offlclals In various 

offlces In AID/Washington and USAID, and of the asslmllatlon, re- 

mew, and analysis of appropriate pollcles, procedures, reports, 

and data Our field work In Vlet Nam was performed from October to 

December 1966, and our follow-up work In Washington between January 

and July 1967 
A list of the prlnclpal management offlclals responsible for 

the actlvltles discussed In this report IS shown In appendix 1. 
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DESCRIPTION AND OBJECTIVES 

OF THE 

COMMERCIAL IMPORT PROGRAQ 
DESCRIPTION OF THE PROGRAM 

From lnceptlon of economic assistance to Vlet Nam In fiscal 
year 1954 through fiscal year 1966, a total of $1,990 4 million was 
obligated for the commercial Import program This represented 64 
percent of the $3,100 6 mllllon obligated for economic assistance 

to that country during this period (See app III ) In recent 
years the composltlon and magnitude of the commercial import pro- 

gram have been as follows 

Import licenses Issued 
Fiscal year 

1967 1966 1965 

(millions) 

Zron and steel products 
Xachlnery and equipment 
Pertlllzers 
Zhemlcals 
Xotor vehicles and accessorxes 
Z'uel and petroleum products 
Xewsprlnt and pulp and paper 
?harmaceutlcal and medlclnal 
Xonmetalllc minerals, Including cement 
zoodstuffs 
'Jonferrous metals 
Xher 

Total 

$ 28 3 $ 64 9 
24 5 63 4 
21 0 58 
20 1 34 0 
17 4 21 4 
16.7 28.4 
13.3 12.9 
97 21 6 
89 16 7 
45 40 7 
35 98 

9 14 24 6 

$lJ32 Ba $344 2 

"Includes $28 0 mlllfon 1n obllgatlons far four commodxtles - _ 

$ 36 3 
22.4 

6.9 
10 1 

49 
18 2 

3.0 
13 2 
11 2 

4.76 
12.8 

$144.3 

pro- 
cured through the United States General Services Admlnlstratlon 
(see p 27). 
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The concept of a commercial Import program 1s not new In the 

total spectrum of Un-Lted States programs of economic assistance, 

having first been instituted under the Marshall Plan In 1948 
Through the ensuing years It has been employed, to a greater or 

lesser extent, In practically all countries receiving United StateE 

economic assistance. 

The program essentially entails United States financing of 

commodity imports into the reclplent country's economy Thus, the 

role of the United States In any given transactlon 1s generally 

that of an lnternatlonal banker-- It pays to the supplier the cost 

of the commodltles bought by the Importer, but the transactlon it- 

self 1s usually carrsed on through rnternatlonal trade channels 

In recent years, most commercial Import programs call for ultimate 

repayment to the United States In dollars In Vlet Nam, however, 

the program continues to operate on a grant basis rather than on a 

loan basis. 

The importer of CIP commodltles 1s an lndlvldual or a buslnesc 

entity situated In the recipient country or 1s an agency of the 

country itself. The suppller 1s slmllarly an lndlvldual, a busl- 

ness entity, or a governmental agency In the so-called "source 

country." The Importer pays for the goods In local currency which 

1s ultimately deposlted into a bank account In the reclplent coun- 
try (known as the counterpart account") 

"Counterpart funds" are owned by the recipient government but 

can be used only for purposes mutually agreed upon between that 

government and the Unlted States. A portion of these funds 1s gen- 

erally avallable for United States use. For example, 10.5 percent 

of the plasters (currency of Vlet Nam) generated by the commercial 

6 



Import program In Vret Nam during fiscal year 1966 was avallable 

for USAID's local support costs 

The following diagram of the commercial Import program cycle 

In Vlet Nam shows generally how the program operates In that coun- 

try 
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The Importer Issues an lnvltatlon for bid (IFB) for the goods to be lm- 
ported When the purchase 1s expected to exceed $10,000, the IFB 1s 
publIshed In the Small Business Circular of AID/Washington's Offlce of 
Small Business If Ihe purchase 1s under $10,000, the importer may com- 
munltate directly with the supplier. In response, the suppller forwards 
Its bid or proposal to the importer 

The importer selects a supplier and prepares a series of required docu- 
ments and forms, lncludlng an appllcatlon for an Import license Th1.s 
package 1s forwarded through banking channels to the Government of Vlet 
Nan's (GVN's) Dlrectorate of Commercial AId (DCA) for review and ap- 
proval of the license and also for review by USAID When the license 
has been approved, the Importer 1s notlfled through banklng channels 

The importer deposits with its local bank, In plasters, an agreed per- 
centage of the cost of the transactlon 

The supplier LS notlfled of the award of the procurement through Vlet- 
namese and Unlted States banking channels 

The suppller ships the goods to Vlet Nam 

The supplier, to obtain payment, prepares necessary documents and for- 
wards, together mth a bill of lading, the package to one of the 12 au- 
thorlzed Letter of Commitment banks, either directly or through Its lo- 
cal bank 

The Letter of Commitment bank forwards the documentation to AID and re- 
ceives payment 

After paying the suppller, the Letter of Commitment Bank advlses the 
National Bank of Vlet Nam (NBVN) of payment to the supplier 

The local bank pays NBVN and establishes an account receivable, due 
from the importer 

After the goods arrive in Vlet Nam, but before the importer can acquire 
possession thereof, It pays the bank the remainder of the cost of the 
transaction or arranges credit tJlth the bank 

The importer picks up the goods 

After relmburslng the Letter oi Commitment banks for payments to sup- 
pliers, AID/Washington develops a monthly llstlng of all indlvldual 
transactions, which is forwarded to USAID. 

USAID uses this monthly listing as a basis for advlslng NBVN regarding 
the amount to be transferred to the Jointly controlled GVN/Unlted 
States counterpart account 



PROGRAM OBJECTIVES -- 
The current primary purpose of the commercial import program 

1s to counteract strong lnflatlonary pressures rn the Vietnamese 

economy. These pressures have been created by the sharp Increase 
since 1965 in the amount of purchasing power in the economy, wlth- 

out offsettIng changes In the economy's capacity to absorb the In- 

crease through corresponding increases In the avallabsllty of gooc, 

or through other absorptive means, such as increased tax collec- 

/ tlons. 

This sltuatson has been created by several factors, notably 

1. Increased budgetary deflclts by the Government of Ret Narr 
occasioned by a large wartime budget, GVN's limited admln- 
lstratlve capablllty to enforce taxes, and there besng in 
Ret Nam no public tradition of tax complrance. For ex- 
ample, GVY ran a deficit of 19.8 bllllon plasters on total 
expenditures of 45.6 bllllon plasters during 1965 The ac 
companylng need for addltlonal plasters was met by expand- 
ing the money supply through increased government borrowlrc 
and the printing of additional banknotes. Thus, the total 
money supply 
26 9 bllllon 
money supply 
plasters. 

increased 77 percent during 1965, from 
to 47.6 blllron plasters. In 1966 the total 
increased another 37 percent,to 65.4 bllllon 

2. The infusion into the Vietnamese economy of an ever- 
Increasing amount of money by United States elements, occa 
sloned by our buildup In response to increased Communist 
aggression For example, lncluslve of troop spending and 
expenditures directly or lndlrectly attributable to mill- 
tary construction proJects, zt 1s estimated that almost 
30 bllllon plasters were spent 1.n Vlet Nam during 1966 
This represents a 21 bllllon plaster increase over 1965 

These two factors, coupled with uncertalntles regarding the 

course of the war, resulted In a deterloratlon of the plaster and 

In a natural tendency on the part of the populace to convert plas- 

ters to goods as rapidly as possible and thereby provide some 
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measure of protectlon against continued monetary depreclatlon An 
lnflatlonary cycle thus was lgnrted In 1965 For example, the Sal- 
gon working class cost-of-llvlng Index, which USAID considers to be 

the most meaningful of several such Indexes, indicated an annual 

increase of only 4 6 percent between 1960 and 1964, whereas llvlng 

costs rose 40 percent during 1965 and 68 percent during 1966 In 
the first 5 months of 1967, living costs rose another 13 percent 

According to AID, immediate remedial actlon to absorb the sur- 
felt of purchasrng power, attributable to the military buildup In 
1965, was limited to a maJor lnfuslon of goods through the commer- 

cial import program. Previously, the program had been used mainly 
to support GVN's mllltary budget (fiscal years 1955-59) and to pro- 

vide GVN with foreign exchange with which to finance imports (fls- 

cal years 1960-65). In a sense, such a program would contribute 
toward all three ObJectives. However, as discussed on page 12, 
the overall size and content of the program would be largely Influ- 

enced by whichever obJective was given primary emphasis. 

AID, In stressing the counterlnflatlonary aspects of the pro- 

gram, 1s faced with two maJor problems 

1. Establlshlng the overall commodity input needed to hold in- 
flation wlthln tolerable limits, on the basis of available 
data as to prevalllng economic factors. Also, measuring 
overall results on a basis consistent with the establlsh- 
ment of the program. 

2. Managlng the lmplementatlon of the program in terms of com- 
modlty content, procurement, delivery and use, to avoid 
abuse while still accompllshlng Its obJective. 

The manner In which AID 1s attempting to cope with these mat- 

ters 1s discussed in the following sections. 



STJR~IIY RESULTS 

PROGRAM FORMULATION 
AND ECONOMIC EMPACT 

AID/Washington and USAID da not specify the size or commodity 
content of the commercial Import program for Vret Nam, although 

some control 1s exercised by declaring which commodltles will be 
rnellglble for program flnanclng For ellglble commodltles, how- 

ever, dollar funds are provided to meet the market demand, as de- 
termlned by the Vietnamese import community, This practice 1s 

based on the Agency's basic premise that the lmportatlon of goods 

ln Itself 1s deflationary and that the interplay of market forces 

as reflected In requests for import licenses 1s the most feasible 

way to produce the desired counterlnflatlonary effort This prac- 

tree represents a radical departure from the program formulation 

methodology normally employed by AID 

A conventional commercial import program 1s based on reason- 

ably determinable program standards and related monetary celllngs. 
Thus, a forward-going calculation of a reclplent country's budget- 

ary deflclt 1s made to serve as the basis for a budgetary support 

program. Similarly, a calculation of foreign exchange needs serves 

as the basis for a program designed to lend support to a reclpl- 
ent's balance-of-payments. The associated program formulation pro- 

cess involves a detalled Justlflcatlon by the field of both the 
size and the content of the proposed program and slmllarly detailed 

reviews and Justlflcatlons by Washlngton, before AID's annual bud- 
get submlsslon to the Congress. The extensive lead time between 

lnltl-al program formulation In the field and subsequent lmplementa- 
tlon (generally about 18 months) requires further Justlflcatlon and 
review to reflect lnterlm program adJustments in connection with 

the allocation of program funds. 
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AID/Washington and USAID offlclals consider that conventional 

program formulation practices and controls are lncompatlble with 

accomplishment of the program's counterlnflatlonary obJectlves In 

Vlet Nam because (a) meaningful data on which to forecast aggregate 

import needs and commodity content do not exist, (b) the length and 

admlnlstratlve complex-Lty of the conventional programming cycle 

would preclude timely reaction to the fluid economic condltlons 

which are the determlnlng factors In the counterlnflatlonary need, 

and (c) changes In economic factors are so frequent and so great as 

to invalidate conventional forecasts. 

While there 1s not, In the traditional sense, a commercial lm- 

port program formulation process in Vret Nam, USAID does maintain 

contlnulng analyses of available data regarding factors 1.n that 

country which bear on inflation and thus affect the estimated size 

of the program Top USAID and AID/Washington management offlclals 

are thus in a posltlon to exert influence on condltlons bearing on 

these factors 

In commenting on our draft report in April 1967, AID elabo- 

rated on the Agency's management policy for the commercial import 

program The full text of their comments 1s included In appen- 

dlx IV to this report, starting on page 71. AID/Washington 

stressed that, while It more-or-less permits the Vietnamese import 

community to determine what will or will not be Imported by use of 

program funds, It does exercise some control by determlnlng which 

commodltles will not be eligible for program financing. 

AID/Washington further advised us that, as the result of a re- 

cent review of the commodity content of CIP and of consultations 

with GVN, 18 commodity categories 1 were declared lnellglble for 

1 AID considers that there are 20 categories, since the category 
"cement" contains three types--cement, whnte cement, and clinker . 
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CIP flnanclng, effective March 1967, on the basis that needs there- 
for should be met first through the use of GVN's own foreign ex- 

change reserves. These reserves have Increased about 160 percent 

1n recent years, from $135.9 mlfllon In January 1965 to $351.9 mll- 

lion In February 1967. Further Increases, through April 1967, were 

reported to us by AID 

Following 1s a list of these commodftres, showing the dollar 

value of each, financed under CIP during fiscal years 1966 and 

1967, as furnished to us by AID/Washrngton. 
Fiscal Fiscal 

year year 
gj& 1967 

(000 omitted) 

Cement 
Petroleum, 011, lubricants 
Pulp, paper and products (Includes 

newsprlnt transferred In June 1967 
at GVN's request) 

Raw and refined sugar 
Miscellaneous metal manufactures 
Aluminum, lncludlng scrap 
Broad-spectrum antlblotlcs . 

Copper, lncludlng scrap 
Metal-working machinery 
Baby powdered milk and other grain 

preparations 
Coal and related fuels 
Jute bags 
Miscellaneous vehicles, parts, acces- 

sories, trailers, and servlclng 
equipment 

Zinc, nncludlng scrap 
Naval stores, gums, and resins 
Manganese dloxlde 
Industrial alcohol 
Lead, Including scrap 

$14,000 (est.> $ 197 
13,867 16,737 

12,875 13,321 
7,395 4,403 
7,228 1,881 
4,203 989 
4,109 1,800 (est. 
3,938 2,505 
3,517 916 

3,507 
2,966 

900 (est.) 

127 
5 

579 131 
446 329 
327 458 
215 142 
152 151 
118 173 

Total $80,342 $44,265 
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These commodltles represented about 23 percent and 24 percent 

of the transactlons financed under the CIP during fiscal years 1966 

and 1967, respectively. 

AID/Washington offlcla*ls further advlsed us that GVN will 

henceforth finance the purchase of rice from sources other than the 

Unlted States. This commodity 1s not, however, on the offlclal 

transfer list. During fiscal year 1966, the United States financed 

about $13.6 mllllon worth of such Imports from ThaIland. 
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Factors bearing on the 
estimated size of the program 

The method currently used to estimate the size of CIP IS a 

slmpllfled, and broadly applied, inflationary gap analysis This 

analysis compares the aggregate monetary input (lnflatsonary fac- 

tors) of the Vietnamese economy--e.g , GVN expenditures, Unlted 
States expendstures, credit expanslon-- to the aggregate of monetar: 
absorption (counterlnflatsonary factors)--e.g., GVN tax revenues 
and Imports. The excess of monetary input over monetary absorptlor 

1s the "inflationary gap,"--i.e., the excess money supply that can 
be expected to exert rnflatlonary pressure. 

An inflationary gap analysis draws attention to two poten- 
tially controllable variables the'level of spending and the level 
of imports. Spending plans dictate the level of Imports theoretl- 

tally required to offset the lnflatlonary impact of spending. Kow 

ever, AID/Washington advlsed us that It has always assumed that, 

If Inflation were to get too far out of hand because commodltles 

were not being absorbed at a suffrclently hrgh level or for any 

other reason, the United States and GVN would cut back on expendl- 

tures. 

In April 1966, AID provided the following addltlonal comments 
concerning this gap analysis. 

"We use the gap as one estimate of overall monetary 
inflationary pressure, rt 1s an imperfect measure because 
it does not take Into account such things as changes In 
the level of domestic production of goods, changes in the 
wllllngness of people to hold money as llqurd assets, 
changes In the extent to which barter 1s used In payment 
for goods and services, etc. However, It 1s a useful 
measure because other means of measuring inflationary 
pressure are unavailable, national income statlstlcs are 

, 
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Impossible to estimate with any degree of rellablllty at 
the present time, whereas most of the Inputs of monetary 
gap analysis are relatively easy to measure. 

"Gap analysis 1s a srmpllfled statement of the prop- 
osltlon that a change In money supply determines changes 
in price. *** It has usually been a fact in Vietnam, how- 
ever, that change in prices has been proportionately less 
than change In money supply *** " 

For calendar year 1967, USAID estimated the level of imports 
required to keep the lnflatlonary gap to an amount that the economy 
of Vlet Nam could withstand without serious lnflatlon. Following 
1s a summary of some of the more pertinent monetary input and ab- 
sorption factors contained In USAID's analysis, together with ac- 

tions taken or contemplated to attain established targets Spe- 
clf1.c monetary amounts are not given since such data have been des- 

ignated as classlfled lnformatlon 
Monetary input factors 

1. GVN expenditures were estimated to increase in 1967, This 
increase IS mostly attributable to increased costs asso- 
elated with the prosecution of the war, a pay increase for 
all government employees, plus the lpcreased cost to GVN 
for goods and services, as a result of the devaluation of 
the plaster z.n June 1966. At that time, the value of the 
plaster In flnanclng import transactions was almost halved, 
from 60 to 118 plasters to the dollar. This action re- 
sulted, as antlclpated, in an immediate general price In- 
crease In the economy. 

2. A celling was proposed for Department of Defense plaster 
expenditures. To attain the cellln$target, steps were 
underway to contain plaster expenditures by 

a. Reductions In troop spending through the establishment 
for them of special savings accounts, a more extensive 
use of recreation facllltles outg;lde of Vlet Nam, and 
the deployment of troops away from maJor population 
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3. 

b. 

centers such as Saigon. Also, an 11 p.m. curfew might 
reduce spending by United States mllltary, contractor, 
and clvlllan personnel. 

Reductions In local expenditures for goods and services 
by the Unlted States mllltary establishments and Govern- 
ment contractors. 

The Department of Defense advised us that proposed spending 
levels for 1967 were to some extent tallored to the level 
of Imports which, It had estimated, could be gotten through 
the crowded Vietnamese ports. 

Credit was estimated to expand In 1967. 

Monetary absorption factors 

1. GVN revenues were estimated to increase In 1967. GVN 
agreed that addltlonal revenues were necessary in view of 
increased 1967 government expenditures and that measures 
were required to improve collections of taxes then in 
force. A team from the United States Internal Revenue Ser- 
vice was in Vlet Nam at the time of our review to advise 
Vietnamese offlclals on the lnstallatlon of a withholding 
tax system, the collection of delinquent taxes, and ways 
to improve GVN's audit capablllty. Further, USAID's staff 
of customs advlsors has been increased, partly to assist in 
lncreaslng the efflclency of customs collections. 

2, Imports were calculated at an increased level in 1967 To 
a large extent, this Increase will be contributed to 
through increased flnancrng of Imports by GVN and the addl- 
tlonal plaster cost of imports resulting from the devalua- 
tion 

Our survey rndlcated a sharp increase In the level of GVN fl- 

nanclng of import licenses during fiscal year 1967 compared with 
that for the same period during fiscal year 1966, whereas total 

United States flnanclng under the commercial Import program and tl- 

tle I of Public Law 483 (agricultural commodltles), declined as 

follows 
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Source of Flnanclng 

Approved Import Licenses 

Fiscal Year Fiscal Year 
1967 -- 

Unlted States 
Commercial channels 154.8 
Direct procurement (note a) 28 0 
Title I, P L 480 131 2 

Total Unlted States 314.0 

Government of Vlet Nam 306.4 

Total 620 4 

1966 

(millions) 

344.2 

87.3 

431 5 

150.4 

581 9 

aIn July 1966, GVN agreed to permit the General Services Admlnls- 
tratlon to procure several commodltles which theretofore had been 
bought through commerlcal channels by Vietnamese importers. This 
new procedure 1s dlseussed, starting on page 26 

Economic Impact of the program 

The Saigon working class cost-of-llvlng index malntalned by 
USAID lndlcates that llvrng costs In Vlet Nam increased at an an- 

nual rate of 4.6 percent between 1960 and 1964, With the advent 
and/or lntenslflcatlon of lnflatlon-producing factors starting in 

1965 (see page 101, living costs rose 40 percent during 1965 and 
68 percent during 1966. Nearly two thirds of the 1966 increase 
occurred during the periods lmmedlately preceding and following the 

devaluation of the plaster on June 18, 1966, which, In effect, al- 
most doubled the cost of imports. Following this period of In- 
crease, prices leveled off for several months, until November 1966, 
when the upward trend resumed. In the first 5 months of 1967, 
living costs rQse 13 percent. 



Top USAID and AID/Washington offlclals expressed the view that 

CIP had been a maJor factor In averting an even grkater rate of In- 

flatlon than that experienced durzng 1965 and 1966, For example, 

had program dellverles in 1966 been maintained at about the same 

level as In 1965, the lnflatlonary gap would have been Increased by 

about 7.5 bllllon plasters --from an estimated 24 bllllon plasters 

to about 31.5 bllllon. 



PROGRAM IMPLEMENTATION 

Implementation of CIP starts with the Issuance of import 11- 

tenses to Vietnamese importers, which 1s strictly a GVN operation 
Subsequently, the Importers purchase the commodltles through com- 
mercial channels, except In those cases where the General Services 
Admlnlstratlon has recently undertaken the consolidated procurement 
of several bulk-type items (See p 26 > Therefore, sound and ef- 
fective surveillance by USAID over these phases of program opera- 
tions 1s essential to determine that quantltles and types of com- 
modltles accorded program flnanclng, and subsequent procurement 

thereof, are consistent with United States obJectives 

USAID's Commercial Import Dlvlslon 1s charged with primary 
management responslblllty for dlrectlon and surveillance of these 
matters, although other USAID and AID/Washington elements also par- 
tlcipate In May 1967, the Division had filled 25 of Its 26 au- 
thorlzed positions for Unlted States professional personnel The 
mayor ity of the on-board staff arrived in Vlet Nam between July and 

September 1966 In January 1966, the Dlvlslon had four profes- 
sional employees on board The following table shows the asslgn- 
ments of the staff, together with their previous AID experience 

Professional Personnel Assigned to 
the Commercial Import Drvlslon as of May 1. 1967 

Number on board 
With 

Number prior AID Frrst tour 
Assigned to authorized Total experience with AID 

Dlvlslon admlnlstratlon 4 4 2 2 
Programming branch 5 5 1 4 
Implementation branch 7 7 1 6 
Commodity analysis branch 10 9 - 2 - - 7 - 

Total 26 25 6 g 
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In addltlon to the USAID staff's being Increased, a number of 
management actlons took place during 1966 rn the form of (1) changes 

-in basic llcenslng and procurement prlnclples and (2) increased ef- 

forts to Improve program operations These matters are dlscussed 
below 

Basic IlcenslnE and procurement changes 
NegotLatlons concluded with GVN In July 1966 resulted In the 

following basic reforms, designed to improve program operations 
1 Llmlted open general llcenslng,--GVN agreed to aboll.sh a 

long-standing quota system which allocated foreign exchange to des- 
ignated Importer groups and also agreed to llberallze requirements 

for admrsslon of new firms into the Vietnamese import community 

These measures were designed to increase competltlon and thus avert 

monopollstlc practices which had resulted ln commodity hoardlng for 
the purpose of creating artlflcral shortages and thus inflated 

prices 

Prior to the July 1966 agreement, rmporters were divided into 
18 commodity groups by GVN, with members of the groups having the 
exclusive right to import certain designated commodity categories 

GVN's own foreign exchange and rights to participate in commercial 

import program flnanclng were allocated to members of these groups 

under a quota system, and membership rn the groups was rigidly con- 
trolled USAID management 1s generally agreed that GVN has abol- 

lshed the quota system 

USAID management also belleves that GVN has liberalized re- 

q-ulrements for admlsslon to the groups of new Importers, who are 
admltted upon their demonstrating financial responslblllty and com- 
plying with cltlzenshlp requirements The flnanclal requirements 

for reglsterjng new Import firms include a mlnlmum paid-In capital 
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of 15 mllllon plasters and a performance bond of 1 mllllon Plas- 

ters Further, at least 70 percent of a new import firm must be 

owned by persons who have been Vietnamese citizens for at least 

15 years These financial and cltlzenshlp requirements do not aP- 

ply to previously established fxrms 

At ourkequest, USAID offlclals obtained from GVN's Dlrector- 

ate of Commercial Aid rnformatlon regarding overall membershlp In 
the commodity groups These data showed that, on August 19, 1966, ' 
there were 741 eligible Importers who resell commodltres that they 
import, lncludlng 140 admitted since the July reforms The remain- 

lng 621 were group members prior to the reform The data showed 
further that, In November 1964 also, the total number of such ell- 
gable importers was 621 and that, In August 1962, the number was 
791 Further, on October 31, 1966, there were 1,670 end users 
(e g , manufacturers purchasing goods for their own use) entitled 
to Import goods Into Vlet Nam Comparable data for earlier periods 
were not available 

AID/Washington informed us In April 1966 that, while their In- 
formation on Import firms does not differ In magnitude from that of 

USAID, they could not conflrm the valldlty of USAID's data They 
stated that many firms belong to more than one commodity group and 

that some firms are registered with the Directorate of Commercial 

Aid but not with the Directorate of Controlled Economy, and vice- 
versa They also stated that many of the supposedly new firms now 
permitted to operate In addltlonal commodity groups are old and es- 
tabllshed firms which have reregistered 
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According to the July 1966 agreement, newly admltted firms may 

Import any and all commodltles ellglble for program flnanclng. At 

the conclusion of our field work, however, USAID had not developed 

data as to how extensively the newly admitted importers were par- 

ticipating in the commercial Import program, but USAID offlclals 

expressed the belief that these importers were partlclpatlng In 

only a narrow range of commodity categories. 

Importers who became group members prior to the reform are 

still restricted to importing In accordance with their previous 

deslgnatlons. In an effort to enhance prospects for complete lm- 

porter competition, Unlted States negotiators unsuccessfully sought 

to remove this barrier. GVN would not agree because It felt that 

time should be allowed to determine the effectiveness of the 

changes made and for importers to adJust thereto. The July 1966 . 
agreement d-Ld call for a September 1966 study of the questlon, but 

the reslgnatlon of key GVN offlclals resulted In a postponement. 

There are no lndlcatlons as to when this matter ~111 be reopened. 

AID/Washington has stated that, In Its view, adequate provl- 

slon has been made for partlclpatlon by all firms that wish to lm- 

port 9 since old Vietnamese firms can reregister under new names If 

they meet the requirements of the law. 

While It 1s true that old firms can reregister under new 

names, provided they can meet the financial requirements, GVN data 

showed that over 80 percent of the eligible import firms that re- 

sell commodltles were old firms restricted to Importing within des- 

ignated commodity categories At the conclusion of our field work, 

USAID had very lrmlted lnformatlon avanlable on the Internal opera- 

tions of the Vietnamese Importer groups and, as stated previously, 

data had not been developed as to how extensrvely newly admitted 
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Importers were partlclpatlng In the CIP. Because of this lack of 

lnformatlon, we do not believe It possible to evaluate the success 

of this reform measure in accomplxshlng its basic obJectlve-- 
averting monopollstxc practices by Importers. 

2. Increased suppller competltlon 

AID/Washington's Offlce of Small Business 1s responsible for 
complying with the provlslons of section 602 of the Foreign Assls- 
tance Act of 1961, as amended, The sectxon charges AID with the 
responslblllty for making avallable to Interested business firms 

lnformatlon concerning proposed purchases of commodltles for for- 
eign assistance purposes. In the case of Vlet Nam, prospective 
purchases of $10,000 or mote are crrcularrzed by AID/Washington. 

This permits competltlon among eligible firms In supplying program- 

financed commodltles. 

One importer device to preclude such competltlon was to re- 

quest numerous import licenses for purchases valued at under 
$10,000, which allowed the importer to deal directly with a sup- 
plier of Its own choosing Procurement of silver nltrate 1s illus- 

tratlve of the manner In which importers were avoiding competltlon. 
During fiscal year 1966, purchasers of this conmodlty were granted 
199 import licenses totaling $1,380,000. Each license was valued 

below $10,000 and 95 were valued between $8,601 and $9,986 each. 
The absence of more stringent regulations prior to July 1966 

reportedly permltted a number of collusive practices between em- 

porters and suppliers, generally lnvolvlng the overprlclng of pro- 
gram commodltles and associated kickbacks, Devices employed were 

outright overprlcrng, shipment of Inferior-grade goods, and short 
shipments. In an effort to reduce these practices, GVN agreed to 
the lmplementatlon of a system designed to effect greater competl- 
tlon among potential suppliers. 
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The new system provides that each Vietnamese Importer, except 

in unusual circumstances, will be llmlted to only three lscenses In 

dollar values of below $10,000 each during any calendar quarter 
It 1s antlclpated that, if this policy 1s followed, the lndlvldual 

Importer will be forced to consolidate requirements and that those 
whose imports are expected to total In value over $10,000 will be 

accorded some degree of competltlon The provlslon for a llmlted 

number of llcenses'for purchases under $10,000 1s designed to meet 
the legitimate needs of Importers which cannot be feasibly consol- 
idated. Small end users who Import small quantltles of raw mate- 

rials exemplify such cases 
Summary data provided to us by AID/Washington showed that, 

during the first 8 months of fiscal year 1966, 52 percent of the 
dollar value of approved import licenses was for licenses valued at 

over $PO,OOO Dur>ni the first 6 months of fiscal year 1967 (the 

new procedure was lnltlated early In the fiscal year), they had 

risen to 75 percent. On the other hand, our analysis of an estl- 1 
mated $4.9 mlllron worth of licenses, which were reviewed by USAID 

for other reasons between October 7 and November 29, 1966 (see p. 

401, lndlcated t?qat only 41 percent of their dollar value was for 

licenses which weke In dollar amounts of over $10,000. AID offl- 

clals could provide us with no explanation for the lnconslstancy of 

these data. 
In June 1967 we were Informed that AID had under drscusslon 

with GVN a proposal that would, with certain exceptlons, reduce 

from $10,000 to $5,000 the cost level at which lndlvldual import 
transactlons must be submltted to the Office of Small Business 
Also, AID would not finance any transactrons below $5,003 

3. Procurement by the Unrted States General Services Admlnls- 

tratlon-- A maJor reform agreed to by GVN, was to permit the General 
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Services Administration (GSA) to purchase seven designated bulk 

commodities which had been imported previously through normal com- 

mercial channels The purpose of this procedure is to sever all 

possible collusive links between importers and suppliers, achieve 
cost economies through bulk procurement, reduce shipping and un- 

loading times, and improve control and management of shipping to 

increase overall efficiency and reduce port congestion. 

In negotiations leading to the GVN agreement permitting this 

type of procurement, GVN representatives expressed apprehension 

that this procedure might prove cumbersome and result in shortages 

of key commodities and accompanying price increases They agreed, 

therefore, to the Inclusion of only seven commodity types ini- 

tially 

In March 1967, three of the seven commodities--white cement, 

Jute bags, and rice of non-united States origin--were transferred 

from United States financing under the commercial import program to 
GVN financing (See pp 13 through 15 > No procurements of these 

commodities had been made by GSA The procurement actlvlty by GSA 

for the remaining four commodltres as of June 9, 1967, was as fol- 

lows 

Amount We 
Commodity obligated of contract 

Fertl-llzer $ 4,807,OOO Competitive negotiation 
14,670,OOO do 

Galvanized lx-on, 
sheet 5,000,000 Formal compnpetrtlon 

Tlnplate 15O,OOO 
1,200,000 

Competltlve negotiatxon 
do 

NewsprInt (note a> 920,000 do 
1,300,000 do 

Total $28,047,000 

Status 

Arrived 
Partially shipped 

Shipped, partially 
arrived 

Arrived 
Contract awarded 

Arrrved 
Do 

aOn June 20, 1967, newsprlnt was transferred from United States to GVN flnanc- 
lng, pursuant to the GVn's request (see p 311 
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During fiscal year 1966, $25 6 mllllon worth of these four 
commodltles were authorrzed for lmportatlon under CIP. 

The procurement cycle under the procedure for GSA purchases 1s 

lnltlated when lndlvldual importers submit thesr requirements to 

GVN's DIrectorate of Commercial AId The requirements are consol- 
idated and a single request 1s forwarded to USAID, which In turn 

forwards nt to GSA through AID/Washington. USAID offrclals 

stressed the fact that they had not altered the quantltaes re- 

quested by the Directorate They advlsed us that, In the case of 
galvanized iron sheet, the Directorate made an upward revlslon of 
the quantities requested by the importers to avoid a shortage and a 

resultant price increase on this commodity This was the only mod- 
lflcatlon of Importer-requested quantities that they knew of, but 

they had no speclflcs on this upward revlslon. 

When the GSA procurement procedure was devised, it was ex- 
pected that the commodltles would be procured through formal bid- 

ding procedures GSA advised us In March 1967 that short lead 
times and speclflcatlon and funding problems still present dlffl- 
cultles with respect to provadlng timely deliveries, particularly 

when formal advertising procedures are used They stated that com- 
petitive negotratlon appears to be the most advantageous method of 

procurement under the program as now operated by AID 

Existing plans call for commodltles to be shipped by the Mil- 

ltary Sea Transportation Service (MSTS), except when the use of 

commercial vessels would be clearly preferable Where MSTS is em- 

ployed, the United States Army's inland transportation system In 
Vlet Nam will be used to move commodltles from the port area to the 

frrst destlnatlon 
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During the course of our field work, we noted a number of mat- 
ters which remained to be resolved, lncludlng 

1 3nder this system of GSA procurement, title to commodltles 
passes to GVN and then to lndlvldual Importers, rather than 
directly to the latter Exlstlng procedures do not require 
Importers to lnltlally obtain an import license or to ac- 
company their requests with formal bank guarantees, as IS 
necessary In the case of purchases made through normal com- 
mercial channels USAID offlclals advised us that Import- 
ers are nevertheless obligated to GVN to accept the commod- 
ities requested and, when the prrce 1s known after award of 
the contract, to obtain import licenses and bank guaran- 
tees 

Importers did not request import licenses or furnish bank 
guarantees for fertilizer, whrch began arriving In December 
1966 Available evidence indicated that the importers were 
reluctant to accept the fertilizer because of the GVN price 
controls thereon, dlfflcultles In competing with GVN- 
subsldlzed fertilizer provided by the United States under 
the USAID-sponsored paclflcatlon program, and flnanclal 
drfflcultles associated wnth the devaluation of the pias- 
ter 

AID subsequently advised us that the first procurement of 
fertilizer, costing about $4 8 mllllon, was transferred 
from the CIP to the paclflcatlon program ' About 67,000 
metric tons (M3) of festlllzer previously imported under 
the program was slmllarly transferred In 1966 AID also 
advised us in April 1967 of the following basic change In 
the internal dlstrlbutlon system for fertlllzer 

*IIn the past there were two separate fertilizer programs-- 
one funded under Counter-Insurgency and distributed by 
agricultural cooperatives, the other funded under the CIP 
and sold commercially The new system provides for a 
single Vietnamese entity to manage lmportatlon and dlstrl- 
butlon Even though procurement will be funded against 

1 This program has been known by names such as Counter-Insurgency, 
Revolutionary Development, etc 
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the Counter-Insurgency program, all but about 20,000 MT 
per year will be sold commercially through cooperatives, 
farmers' associations, and commercial enterprises " 

We also inquired as to what plans existed to arrange for 
importers to accept and pay for the galvanized iron sheet 
added to their requests Branch officials felt that GVN 
would probably stockpile the remainder in case it was not 
needed on arrival, but they knew of no firm plans (see 
p. 32). 

2. Title to commodities procured by GSA passes to GVN when 
commodities are loaded aboard a commercral vessel or if 
shipped via MSTS, when they are delivered to a GVN ware- 
house at point of first destination 

At the time of our field work, USAID expressed some reser- 
vatlons regarding the use of MSTS, because AID's agreement 
with the Department of Defense called for using the United 
States Army's local inland transportation system This en- 
tails the use of a civilian contractor, without military 
drivers or guards, which is not contractually required to 
accept responsibility for losses incurred between the port 
and first destination, and could result in AID sustaining 
substantial losses. 

We discussed this situation with AID/Washington officials 
upon completion of our field work We were subsequently 
informed that, as a result of the discussion, USAID had ar- 
ranged for an independent inspection firm to provide guard 
service for the transport of commodities between the vessel 
and the point of first destination 

In March 1967, the Acting Administrator, GSA, advised us of 
his view that GSA participation in CIP should be progressively ex- 
panded. He stated 

"We feel strongly that GSA IS in a position to make 
a genuine contribution to the success of the Commercial 
Import Program Specialists with many years of training 
in the various aspects of supply management, including 
specification preparation, procurement, quality control, 
and transportation, are available to participate to the , 
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extent required In connectlon with speclflc commodltles 
Through use of these skills, we are confident that It 
will be possible to provide timely delivery of merchan- 
dise of known quality at advantageous prices " 

The Acting Admlnlstrator said further that GSA 1s working and 

will continue to work closely with AID toward lncreaslng GSA's par- 

tlclpatlon In the program 

In July 1967, subsequent to the completion of our review work 
and dlscusslons with Agency personnel, AID reported on the status 

of GSA-procured commodltles as follows 

1 The advantages antlclpated, particularly more economical 
procurement costs with resultant lower prices to consumers, 
had not been borne out by actual experience The first 
commodity procured by GSA, newsprint, resulted in much 
higher costs than experienced under previous commercial 
procurement. Most of the addItIona cost came about be- 
cause of much higher shlpplng and discharge rates resulting 
from the narrow range of United States Army freight han- ' 
dllng tariffs as compared with tariffs utlllzed in the com- 
mercial trade 

2. The higher cost of this procurement was lmmedlately picked 
up by the Saigon press, which lost no trme In publlclzlng 
the adverse effects that such procurement would have on the 
local economy. As GVN f@und itself required to absorb the 
addltlonal cost In the fgrm of an increased subsidy, It ad- 
vised USAID that It- would procure all newsprint with its 
own foreign exchange. 

3. Regarding tlnplate, the technical requirements of the maJor 
end users vary and their delivery requirements rarely coin- 
cide, making it extremely dlfflcult, If not lmposslble, to 
procure such material efflclently under any consolidated 
procurement concept Further, while GSA-procured tlnplate 
proved to be cheaper on a delivered basis, the saving was 
nulllfled by the higher United States Army freight handling 
rates to lnltlal storage In warehouses 
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4. The importer incurred a second transportation cost to move 
the tnnplate from the warehouse to his premises. This was 
unavoidable, as the material remalned in United States CUS- 
tody for a period of 2 months before final cost data were 
obtained on which to bill GVN and transfer the material to 
1t. This delayed the granting of import licenses by GVN 

5. Similar obstacles were encountered in transporting galva- 
nlzed steel sheet procured through GSA In addition, the 
producing mills and brokers were unable to provide dellv- 
erles in the periodic quantities desired by GVN. As a re- 
sult, USAID retalned the materials in insecure outslde 
storage areas until such time as GVN accepted the quanti- 
ties needed. Billing costs to GVN also were difficult to 
ascertaln because of shortcomings in documentation 

Because of the recency of the information outlined above, we 

are unable to fully analyze Its significance in relation to the po- 

sition advocated by the Acting Administrator, GSA, that this type 
of procurement be expanded, We beLleve, however, that a number of 

the present difficulties could be corrected on the basis of experi- 

ence and that AID, GSA, and the United States Army therefore should 

address themselves to resolving these problems. 
We noted also that procurements through GSA are limited to 

bulk commodities and that consideratLon has not been given to uti- 
llzatlon of GSA's General Schedule of Supplies procedure as part of 

the regular CIP licensing procedure, 
Recommendation 

We therefore recommend that AID (1) devote its best effort-s to 

correctrng, in conJunction with GSA and the United States Army, the 

difficulties which have been encountered in making bulk procure- 
ments of certain commodities through GSA and (2) consider pressing 

GVN to expand the list of commodities to be procured through GSA, 

lncludlng the utilization of the General Schedule of Supply in con- 
nection with relatively small lndlvldual procurements 
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Measures taken to 
Improve program operatrons 

Because of conslderable concern expressed by both the Congress 
and the executive branch regarding problem areas In the effective 
management of the rmplementatlon phase of this program, USAID Ins- 
tlated and/or placed increased emphasis on the following measures. 

1. Commodity analysis--Nine of the Commodity Analysis Branch's - 
10 authorized employees were In Vlet Nam on May 1, 1967, a tenth 
staff member had not yet been hired. A series of studies deslgned 
to yield quantrtatlve data regarding market condltlons, lndlgenous 
absorptive and productrve capabllltles, stocks on hand and In the 
pipeline, and related lnformatlon, were under way by some of these 
analysts at the conclusion of our field work. These data are to be 
used to assist Vietnamese importers to better gauge their needs and 
thus to Influence their declslons regarding lmportatlon of commodl- 
ties. USAID offlclals stressed the fact that these studies were 
designed to effect "constructive Interference" only and that the 
final declslon as to whether to import would still rest wrth the 
Import community, provided the commodltles were otherwise ellglble 
for program flnanclng. 

The actual or prospective assignments and pr?lor AID experience 
of the Branch's nine on-board employees as of May 1, 1967, are 
shown below. 

Area of responsibility Prior AID experience 

Branch Administration 
Commodity Analysis 

Pharmaceuticals 
Food and fertkllzer 
Nonmetallic minerals, iron and ~~teel 

ml11 products, nonferrous mefalB 
Plant and machinery 
Textiles 
Chemicals 
Transportation 
W%?allaneous 

Yes 

Yes 
No 

No 
No 
No 
No 
No 
No 

The analyst for pulp and paper products had been transferred 
to another USAID office. 
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With one exception, the personnel on board arrived after June 

1966. USAID officials expressed the view that all Branch employees 

had adequate background and experience to perform their duties. 
They did add that it would take some time for the commodity ana- 

lysts to become fully productive because of unique conditions 

within Vlet Nam and of the necessity for personnel without previous 
AID experience to overcome this lack of experience. 

The commodity analysts are charged with acquiring, both lnde- 
pendently and in conJunction with personnel of other USAID offices, 

detailed quantltatlve information relating to market condltlons, 

indigenous absorptive and productive capacity, commodity pipeline 

data, and other relevant information for incorporation into a se- 

ries of "Sectoral Studies II These studies are performed mainly by 
Sectoral Study committees which consist of analysts and other USAID 

technicians and are intended to yield quantitative lnformatlon in 

commodity areas more finite than the 10 broad categories listed 

above For example, the following table shows the SIX studies 
undertaken at the time our field work was completed In December 

1966, categorized under more finite commodity area and broad com- 
modity area, and their status _ 

34 



More flnlte 
commodity area 

Newsprlnt 
Pulp, paper and 

packaglng 
Rice 

Sweetened con- 
densed milk 

Construction and 
construction 
material 

Pharmaceuticals 

Quantitative sectoral studies 
undertaken through December 1966 

Broad comrnodlty 
area 

Pulp and paper 

do 
Food and fertilizer 

(note a> 
Food and fertilizer 

(note a> 
Nonmetallic minerals and 

Iron and steel products 

Pharmaceuticals 

aNot partlclpated In by the commodity analyst 
elements. 

Status 
December 1966 

Completed 

Do. 
Final draft in 

process 

In process 

Do. 
Returned for more 

detailed analysls- 
suspended 

but by other USAID 

Top mlsslon management also proposed to have studies made of 
chemicals, textiles, and fertnllzers, but no starting dates had 

been establlshed at the concluglon of our field work. 

Guidance for the performance of sectoral studies was formu- 
lated by USAID management In August 1966 Initially, the studies 
were to be descrlptlve and statistical and indicate the capacity 
and capablllty of each designated indigenous industry, Its raw ma- 
terial requirements, and Its import needs. Also, the studies were 
to ultimately indicate whether and how the commercial import pro- 
gram might be used to influence the commodity field being studied, 

Our review lndlcated that this was done upon USAID's own lnl- 
tlatlve and without AID/Washington guldellnes, but with AID/Wash- 

lngton knowledge and approval. To supplement these studies, USAID 
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also proposed the employment of an independent consultant firm to 
study rice, sugar, pharmaceuticals, fertlllzers lndustrlal cheml- 

cals, Iron and steel products, cement and man-made fibers and 

yarns. AID/Washington agreed to this proposal and was scheduled to 

start negotlatlng a contract with a consultant In late March 1967. 
In the course of our survey, we endeavored to determlne the 

adequacy of the quantltatlve data available to the commodity ana- 
lysts. With perhaps two notable exceptions--"NewsprInt" and "Pulp, 

paper, and packaging" where input data were apparently consldered 

adequate to Justify approval and release of these reports--much es- 
sential data was not readily available and could be developed only 

through extensive contacts with importers and end users. There- 

fore, the following steps were lnltlated to enhance the commodity 

analysts, data gathering and retention capabllltles. 

1. In November 1966, a procedure was lnltlated to record, 
for lndlvldual importers and manufacturers, lnformatlon re- 
garding productive capacity, lnventorles on hand and In pipe- 
line, hlstorlcal Imports, and related data The analysts are 
to obtain the required lnformatlon, mainly by contacting In- 
dlvldual members of the local business community. 

2. Plpellne data regarding a selective number of bulk- 
type commodltles--l.e., cement, clinker, fertlllzer, sugar, 
newsprint, coal, wheat flour, condensed milk, and rice--1s re- 
ported bimonthly, on the basis of lnformatlon obtained from 
GVN agencies, other USAID offlces, and the Vietnamese business 
communrty 

3. As part of a relatively long-range plan, USAID person- 
nel were working on an automated inventory accounting system. 
(See p, 53.) As visualized by USAID and AID/Washington man- 
agement, the system will ultimately yield perlodlc data on 
the complete plpellne and delivery status of program commodl- 
ties--from license appllcatlon through consignee plckup Sep- 
tember 1967 has been establlshed as the target date for com- 
plete lmplementatlon of the system 
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2 License reviews--The Commercial Import Division's principal 

focus in this area 1s to assist GVN in ensuring that requests for 

program financing are in accordance with prescribed policies and 

procedures of AID The reviewer is assisted, in doing this, by 

commodity analysts and employees of other offices within USAID 

Review steps employed depend upon whether the commodity or commodi- 

ties proposed for program financing are valued at over or under 

$10,000, as follows 

a If the prospective procurement 1s valued at under 
$10,000, the reviewer stationed at GVN's Directorate of Com- 
mercial Aid determines if the prospective purchaser has com- 
plied with the requirement that he not be granted more than 
three such licenses each calendar quarter. The reviewer also, 
either Independently or together with an appropriate commodity 
analyst or other USAID technician, screens the license for 
ellgiblllty of both parties to the transaction, ellglbillty of 
the commodity or commodities for program financing, and 
source-origin. USAID maintains lrstlngs yielding these data 
Technicians in the USAID Industrial Development Division also 
pass on the suitability of machinery intended for the lmport- 
ers' plant, but do not often inquire into the requirement for 
the machinery Itself. 

b. If valued at $10,000 or over, the prospective procure- 
1s reviewed lnrtlally by the commodity analyst or other USAID 
specialists for commodity ellglbillty, adequacy of speclfica- 
tlons to ensure clarity and that they are not restrictive, and 
source-origin. Investigations on suitability of manufacturer- 
destined machinery are also performed The prospective pro- 
curement is then sent to AID/Washington for publicizing for 
solicltatlon of bids, where similar reviews are performed 
Offers are sent directly to the prospective importer,wlth 
copies to be sent the Directorate. Since October 1966, pro- 
spective suppliers are required to send copies of offers to 
USAID also. 

The importer is expected to accept the lowest responsive 
offer, although neither the Foreign Assistance Act of 1961, 
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nor AID regulations require that this be done. After the lm- 
porter accepts an offer a pro forma Invoice and other required 
documents are submitted by the importer to the GVN Dlrector- 
ate USAID's reviewer checks the Directorate's abstract of 
bids to verify acceptance of the lowest responsive offer and 
evaluates the explanation of an importer who elects to ac- 
cept other offers. Agaln the license 1s screened for ellglbll- 
lty of the commodity or commodltles enumerated thereln, par- 
ties to the transaction, and source-orlgln. 

The foregoing procedures indicate that all requests for pro- 

gram financing are screened at least once during the llcense- 

procurement cycle, except for price. Relatively random checks were 

performed prior to the mid-1966 personnel augmentation USAID re- 

viewers do not perform price reviews to determine the reasonable- 
ness thereof. For proposed procurements valued at under $10,000, 

employees of the GVN's Directorate perform price reviews. If pro- 

curements are valued at over $10,000, reliance 1s placed on the In- 
teraction of market forces if there 1s competltlon, and on the Dl- 

rectorate's review where only one responsive offer 1s received. We 

noted that AID/Washington's Financial Review Dlvlslon performs a 
postaudlt of CIP transactlons, which includes an examlnatlon of the 

reasonableness of price. Post facto refund actions can be lnl- 

tlated as a result thereof. (See p. 123.) 
USAID offlclals emphasized that their role as reviewers 1s to 

advise the GVN DIrectorate employees, and that USAID reviewers have 

no de Jure right to reJect the granting of a license for any rea- 
son--they can only suggest that the Dlrectorate consider dlsap- 

proval. They further stated that they had encountered no dlfflcul- 

ties in this regard with the Directorate. 
We also analyzed 100 of the approximately 2,400 importer ac- 

tivity files malntalned by USAID to ascertaln the extent of, and 

38 



reasons for, recommendations for reJectlons of proposed procure- 

ments valued at over $10,000. These firms submltted 183 proposals 

between August and November 1966, 142 of which were approved In 

whole or in part after USAID and AID/Washington review. Of the 

41 recommendations for disapproval, 39 orlglnated in Saigon and two 
In Washington. An additional 20 proposals also received unfavor- 

able recommendations by USAID reviewers and 16 by AID/Washington, 

but obJections were wIthdrawn when the noted defects were remedied 

Data regarding the total tentative dollar value of proposed 
procurement valued at over $lO,OOO,lnrt;rated during the August- 

November 1966 period, were not readily avanlable slnce,cZlrlng this 

entlre period, neither USAID nor the GVN's Dlrectorate maintained 

workable records to yield such lnformatlon, The 183 proposals we 

examined involved commodltses with a tentative value of $14,258,011, 
of which $10,107,681 worth were finally approved. The reasons for 

the $4,150,330 worth of proposals not being favorably commented on 

by USAID'and AID/Washrngton are as follows 
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Sample of 
Tentative Proposed Procurements Valued at 

Over $10,000 not Favorably Commented on 
Between August and November 1966 

~ Orlnlnated by 
AID/Wash- 

Total, USAID rngton 

IneligIble or lnapproprlate for 
AID flnanclng $ 513-,417 $ 513,417 $ - 

Speclficatlons and slmxlar 
types of lnformatlonal de- 
fects 2,782,073 2,782,073 - 

Procurable only through the 
General Services Admlnlstra- 
tlon 809,300 159,300 650,000 

Not manufactured In the United 
States 45,540 45,540 

Total $4,150,330 $3,454,790a $695,540 

aExcluslve of proposals with a tentative value of $1,740,763, which 
were approved following remedy of defect. 

We also performed an analysis of all licenses reviewed between 

October 7 and November 29, 1966, from summary records lnltrated by 
the USAID reviewer at the GVN's Directorate This study yielded 

the following data. 
Recommendations Made 

Regarding Proposals for Program Financing; 
October 7 through November 29, 1960 

Proposalsof$10,000orover 
Number 
Tentative Value 

Proposals under $10,000 
Number 
Value 

Total Proposals: 
Number 
Estimated Value 

Total Recommended 
reviewed for approval 

$2,01:;302 $1,88::094 $1247208 

767 748 
k&895,817 $2,781,821 

810 
$4,906,119 

40 

784 
$4,667,915 

Not 
recommended 

for approval 

$11;;996 

$23:;204 



The reasons furnlshed us for the unfavorable recommendations 

were as follows 

1 More than three licenses per quarter for procurements val- 
ued at unde+ $10,000 

2 InellglbPe commodxty. 

3. Inelrglble Importer 

4 Insufflcxent -Justlflcatlon given for not accepting the low- 
est bid for proposals for procurements valued at over 
$10,000 

3 Suspended firms--In July 1966, an Importer Review Committee 

was establlshed wlthln the USAID to revxew program-financed trans- 
f actlons for compliance with applicable AID regulations The com- 

mittee, which meets about once a week, consists of five members--one 

representative each from USAID's Offlce of Flnanclal Management, 

Special ?roJects Unit, Office of Logistics, Commercial Import D~vI- 

slon, and Office of the Legal Advisor The committee lnltlates, 

among Its responslbllltles, recommendations to GVN regarding the 

susp&mlon of any importer for practices lnconslstent with AID reg- 

'ulatxons, but these recommendations are not binding Recommenda- 

tions for suspensions must include a stated period of time It 

seems that the committee 1s also concerned with recommending to 

AID/Washlngtan suspension or debarment of suppliers, although this 

responslbillty 1s not one noted In Its charter 

Our review of the minutes of committee meetings for the period 

since the commlttee's formation disclosed that no recommendations 

for suspension or debarment of either importers or suppliers had 

been made through mid-November 1966 The commlttee 1s also empow- 

ered to recomend the llftlng of importer suspensions, predicated 

41 



upon correction of deflclencies or lnsufflclent evidence, and we 
found that they had done so m a number of cases as noted below. 

Prior to July 1966, no single USAID office was empowered to 
recommend to GVN the suspension of Importers. Importer suspensions 

were also made upon GVN's own lnltlatlve. As a result, a total of 

48 Importers were suspended by other than the committee's actlon 
during 1966. There were no records lndscatlng whether, prior to 
the committee's formatlon, USAID recommendations regarding suspen- 

sions were not concurred In by GVN. Slmllarly, we found no record 

of any suspensions made prior to 1966, which were still In effect. 

As of mid-November 1966, 33 importers had been relnstated, 30 on the 

basrs of insufflclent evidence and 3 as a result of the correction 
of recordkeeping deflclencles. Suspensions were still In effect for 

15 importers for the following reasons. 

Suspended Imoorters 
asof November 8, ,1966+ 

ActIon ' B initiated by 
Reason for suspension Total + USAID G 

* Imported substandard machinery 3 3 
Over-pricing 1 1 
Goods In warehouse for too long a period 4 4 
Speculation 2 2 
Inadequate records 1 1 
No reason noted 4 - 1 3 

Total 15 5 10 - = = 

The committee's charter also provides that recommendations for 

suspension may be extended to any other firm sn which a suspended 
firm holds a beneflclal interest In excess of 49 percent Our sur- 

vey lndlcated that USAID had no background lnformatlon on Importers, 
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which would allow reviewers to ldentrfy such firms, and that GVN 
had complete responslblllty in this regard We also found that a 

proposed questlonnalre that might have yielded this lnformatlon was 

not sent to GVN because top USAID management considered the re- 
quested lnformatlon too sensltlve There were no further plans to 

obtain th1.s lnformatlon, and USAID 1s relying on GVN reviewers to 
nullify this potential practice 

At January 6, 1967, AID/Washington had suspended 21 suppliers 
on the basis of USAID recommendations for the following reasons 

Suspended Suppliers 
as of January 6, 1967 

Reason for suspension 

Number 
of 

firms 

Falslflcatlon of certificate of orrgln 4 
Supplier of substandard lathes 4 
Other irregularltles 2 
Afflllates of the 10 suspended firms, 

above 11 

Total e - 21. 

4 Ineligible commodltles --Cognizant USAID and AID/Washington 
offrclals may determine commodltles to be lnellglble for program 
financing, or ellglble under controlled condltlons, for a variety 

of reasons, such as goods that should be bought with the GVN's for- 
elgn exchange, luxury items , goods produced within Vlet Nam, and 
commodlttles susceptible to unauthorrzed use and/or use by the en- 
emy. Un$ll mid-1964, there was no regularized system for brlnglng 

such matters to the attention of USAID reviewers after such deter- 
mlnatlons had bean made, nor for deflnltlzlng the reasons therefor. 

In some cases, commodltles were declared lnellglble through Inad- 
vertence. 
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At the time of our field work, USAID personnel had establlshed 

a formalized system for adding to, and deleting from, the Inell- 

gable list. The list was also being consolidated to make It more 

workable. Thus, where various types of nuts (e.g., betel, canned, 

lychee, almond, etc ),were previously llsted separately, one cate- 
gory--"nuts, all"--was established. In another case, an overall 

category of *IwearIng apparel, all" was established In lieu of 

separate deslgnatlons for berets, clothing, shoes,ashlrts, etc 
As a result of these efforts, the number of line items appear- 

ing on USAID's newly lnltlated listing was reduced from 401 In Oc- c 
tober 1966 to 268 in November 1966 USAID offlclals expressed the 

view that this consolldatlon should assist employees revrewlng 
license appllcatlons to more readily ldentlfy designated Items. It 

should also, we were told, prove helpful In ldentlfylng commodltres 

requiring case-by-case approval and end-use examlnatlon. 

The following table shows the stated reasons for placing items 

on the llstlng and the number of items In each category as of No- 

vember 23, 1966, and March 5, 1967. Those added by USAID were 
sometimes added as dhe result of broad criteria provided In AID 

regulations and other guldellnes. The absence of hlstorlcal data 

mllltated against our speclflcally ldentlfylng orlglnatlng offices 

or obtalnlng a more flnrte breakdown In practically all cases 
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Inellglble/Ellglble-Controlled Items 
as of November 23, 1966 and March 5. 1967 

Reason 
Number of items 

November 23, 1966 March 5, 1967 

AID-designated 
InelIgIble 
Ellglble with AID/Washington 

approval on a case-by-case 
basis 

Ellglble only through national 
stockplle or barter arrange- 
ments 

USATD-designated 
Indigenously produced or man- 

ufactured 
Public Law 480-type 
Economic warfare 
USAID/GVN independently orlgi- 

nated 
InJurlous or dangerous 
Other 

No reason designated 

46 50 

22 

23 23 

19 16 
3 3 
2 20 

129 121 
11 8 

7 7 
2 4 

22 

As noted on pages 13 to 14, an addltlonal 18 commodity cate- 

gorles were added as of about the end of March 1967, on the grounds 
that needs therefore are best satlsfred by using the GVN's foreign 

exchange Also, as noted on page 31, newsprint was added Ln June 
1967 at the request of the Government of Vlet Nam, because of dlf- 
flcultles associated with the procurement of this commodity by the 

United States General Services Admlnlstratlon 
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PORT ACTIVITIES 

Between 90 and 95 percent of all commercial cargo, Including 
that financed under CIP, enters Vlet Nam through the port of Sal- 

Ison In addltlon, a massive amount is being brought in by Unlted 
States military forces Thus, port condltlons In Saigon are the 

focal point of many problems facing USAID in its effort tb success- 
fully accomplish the prlnclpal obJectlve of CIP--to make avaIlable 

sufficient goods to reduce to a tolerable level inflationary pres- 

sures within Viet Nam 

The port of Saigon 1s drvlded into mllltary and commercial 

sectors The latter receives commodltles financed under CIP and 

other USAID-sponsored programs, GVN-financed rmports, and other 

goods, such as personal effects of Unlted States contractor person- 

nel and supplies consigned to the offlclal United States community 

in Viet Nam Thus, any dlscusslon of port actlvltles as they af- 

fect the program must, of necessity, consider the entlre commercial 

port area, p artlcularly In conslderlng operatlonal-type data 

We found that slgnlflcant improvements had been made by the 

end of June 1967, regarding congestion In the commercial sector of 

the port of Saigon We also noted that by March 30, 1967, some lm- 

provements were made in the time taken to discharge cargo from ves- 

sels 
We noted also that USAlD had laid the foundation for an lnven- 

tory accounting system to establish accountablllty for lncomlng 

commercial import program goods and to yield data rglatlve to the 
plpellne and delivery status of such goods. Our field work at the 

end of 1966, showed that the system was not completely satisfactory ii 
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for this purpose The Agency's response to us, dated April 27, 

1967 (-see app. IV, p 73) did not lndlcate whether any substantial 

improvements had been made In the system since December 1966, al- 

though the response did outllne improvements In other areas dls- 

cussed In our orlglnal report draft In our view, such a system 1s 

one of the highest prlorltles In the entlre management spectrum of 
the CIP I 

Port operations 
Cormnerclal cargoes that have been discharged In Saigon, or are 

ready for discharge, are located at the following points prior to 

pLckup by the consignee 
* 

1. Transit sheds These are not intended for prolonged stor- 
age of cargo, but rather as transitory facllltles for dls- 
charged cargo awaltlng consignee pickup 

2 Barges on the Saigon River The cargo capacity of these 
varies from a low~of about 50 tons to a high of about 500 
t0ns.l Because of storage llmltatlons in the physical port 
area and the, slow plckup rate of cargo by consignees, large 
quantltles of commercial cargo are discharged directly from 

a ocean vessels to barges. Army advisors reported that on 
March 10, 1967, there were 860 barges carrying a variety of 
cargo Some of this cargo had been loaded as early as 
7 months before anchad not yet been discharged 

1 Offlclal reports from the Military Assistance Cominand, Vlet Nam, 
and USAID utllaze an average of 75 metrxc tons per barge in com- 
putLng overall tonnages aboard barges, which LS extremely close to 
the lower llmlt of barges' overall capacity range In October 
1966, USAID technlclans told us that an average of 175 metric tons 
per barge would be reallstlc. 
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port 

year 

Our analysis of the overall commercial cargo backlog at the 

showed that rnventorles buslt up ssgnlflcantly during calendar 
1966 and then declbned markedly by June 30, 1967, as follows 

July 1, 1966 
Sept 30, " 
Dec. 3-L, " 
Mar 31, 1967 
June 30, 'l 

3 On-board vessels Lrmltatsons ln dIscbargIng vessels and 
Ln storing cargo resulted In much cargo remalnlng aboard 
vessels both In Saigon and other Far East ports, such as 
Manila and Hong Kong As shown below, slgnlflcant Improve- 
ments had been effected by the end of June 1967 

Tonnage of Commercial Cargo 

Tot;1 Sheds Barges 

* (metric tons) 

174,167 20,486 29,775 
284,320 11,352 44,025 
391,153 22,503 107,700 
202,033 19,566 57,750a 

82,407 13,389 7,050a 

Vessels 

123,906 
228,943 
260,950 
124,717 

61,968 

aExcludes lncreaslng quantltles of cargo custom cleared aboard ves- 
sels and discharged Into barges Data regarding custom-cleared 
cargo aboard barges were not avarlable through United States agen- 
cles In Vlet Nam u 

The following table summarLzes reported arrivals and dls- 

charges of commercral cargo, by 3-month Intervals, between July 1, 

1966 and June 30, 1967. 

Approximate Arrivals and Dzscharges by 3-month Intervals 
July 1966 through June 1967 

D-Lscharges more(+) 
or less(-) 

Arrrvals Discharges than arrivals 

(metrrc tons) 

July to Sept 1966 685,000 580,000 -105,000 
Qct " Dee II 789,000 757,000 -32,000 
Jan I' Mar Q 1967 633,000 769,000 +136,000 
APr II June " 783,000 846,000 +63,000 
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Although the amount of cargo being discharged from vessels has 

shown slgnlflcant increases, the Unlted States 1s Incurring sub- 
stantlal costs as a consequence of excessive time between the ar- 

rival and departure of vessels carrying CIP and other AID-financed 
cargo In Saigon and other ports in Viet Nam The nature of these 
costs varies, depending on the type of shlpplng contract employtd 
to transport the commodltles 

1 Voyage-chartered vessels are leased for the transport of 
cargo to a speclflc port or ports&, the charterer being al- 
lowed a speclflc number of days to unload the vessel To 
the extent that the time 1s exceeded, an agreed rate of 
"demurrage" 1s paid, on the basis of the cost of the ves- 
sel, operating costs while It 1s In port, plus the loss of 
potential proflt 

AID estimates that It will pay about $5 6 mllllon in demur- 
rage during fiscal year 1967 In one rather extreme case, 
a shipment of 4,000 tons of CIP cement took 95 days to off- 
load from the date of arrival, and demurrage charges of 
$131,200 were estimated 
the cost of the cement 

This represented 150 percent of 

2 Berth term vessels transport cargo on the basis of a flxed 
rate per ton of cargo No demurrage accrues as a result of 
offloading delays because the rate itself Includes a compo- 
nent to cover this contingency, known as a "congestion sur- 
charge " AID estimates that it will finance a total of 
about $9 9 mllllon in congestion surcharges during fiscal 
year 1967 

AID/Washington advised us that a cormnltment had been obtained 
from GVN to pay all past and future demurrage costs for rice Fol- 
lowing explratlon of current contracts, cement will no longer be 
financed under CIP, thus the posslblllty of the United States pay- 
ing demurrage on this commodity ~111 be ellmlnated, 

Fertilizer 1s the third maJor commodity lnvolvlng demurrage 
payable by the United States AID hopes that thrs commodity will 

I 
be moved through the port more expedltlously If not, the Agency 
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hopa& these costs will be passed along to the Lmporter through GVN 
We have been advlsed that AID and GVN are currently engaged In fl- 

nalizing new fertlllzer arrangements 
Our analysis of vessel arrzvals and departures to and from the 

Saigon port area showed some improvement in the t&me taken to dxs- 
charge cargoes from vessels Following 1s a summary of such times 

for selected dates between July 1, 1966 and March 31, 1967 

Average Days In the Saigon Port Area 
of Vessels Transporting Commercial Cargo 

(days) : c 
"-f 

To Awaiting Number 
Total discharge discharge of vessels 

July 1, 1966 32 6 19 3 13 3 36 
Sept 30, " 41 3 17 5 23 8 52 
Jan 1, 1967 54.2 15 8 38 4 62 
Feb. 3, " 62 5 18 5 44 0 43 
Mar. 3, " 59 1 17 6 41 5 38 

II 31, " 47 8 14 7 33 1 41 

On the basis of dlscusslons wrth USAID and Army offlclals, as 

ay. d well as a review of appropriate reports and memoranda, we found 
that port congestion In Saigon 1s attributable to a comblnatlon of 

any or all of the following factors 

1 The extremely high level of CIP licensing during fiscal 
year 1966, whrch resulted In a high level of cargo arrivals 
during the early part of fiscal year 1967 AID/Washrngton 
advised us that arrivals of commercral tonnages would drop 
in July and August 1967--and possibly sooner--as the result 
of a decrease in theGrate of import 1Jcenslng which began 
In September 1966 -I 

2 A tlghtened monetary sltuatlon caused by the devaluatl';n, 
which made It difficult for Importers to raise the capital 
necessary to complete the financing of lncomlng imports 
The increase In the exchange rate from 60 1 to 118 1 In 
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June 1966 practically doubled the pre-custom-duty p:ice to 
the Importer of goods ordered prior to June 18, 1966, but 
dellvered afterward 

3 Unreallstlcally low warehouse tariffs aDd barge rentals at 
the port The transit sheds and surroundrng areas are in- 
tended to serve only as lVinspectron-classifLcationlq areas 
for GVN customs However, because there are no strong mo- 
tlvatlonal reasons on the importers' part to move goods out 
expedltlously, It 1s more advantageous to not do so and to 
pay the relatively nominal charge for transit sheds and 
barges since 

a Adequate warehouse space in the Saigon-Cholon area 1s 
scarce and, when available, expensive 

b. Custom duties are not payable until commodltles are pro- 
cessed through customs 

AID/Washington and the Department of Defense officials ad- 
vised us that GVN had established severe rental rates for 
transit sheds, effective January 1, 1967, which should en- 
courage the movement of cargo Berth rates were also in- 
creased, which should stimulate a better rate of drscharge 
The higher tariffs resulted largely from the efforts of 
Unrted States Army advisors 

These offrclals held out small hope for any short-term im- 
provement In the barge situation, despite the construction 
of additional warehouse facilltles and the taking of other 
measures At the conclusion of our field work In December 
1966, we were advised that barge rentals also would be in- 
creased by GVN to make this practice less favorable to lrn- 
porters Our subsequent follow-up In late day 1967 lndr- 
cated that this had not been done nor have we learned of 
any immediate GVN plans to do so 

4 GVN has not enforced a decree whrch provides that any com- 
modltles not cleared through customs 30 days after dls- 
charge will be confiscated and sold at auction For ex- 
ample, between March 31, 1965, and August 30, 1966, only 
about $58,700 in CIP goods had been confiscated. There 
were no lndrcatlons of conflscatlons prior to that date 
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5. 

6. 

7. 

In April 1967, AID/Washington advised us that GVN was still 
not enforclng the decree consistently 

AID/Washington advised us that the number of suspensions of 
importers that fall to remove their cargoes In a timely 
manner had Increased In frequency For example, between 
December 1, 1966, and January 27, 1967, 98 importers were 
suspended. AID/Washington stated that suspension was far 
less harsh than conflscatlon since Importers could be and 
were reinstated after they cleared their goods from the 
port 

The high level of GVN-financed licensing in late fiscal 
year 1966 and In fiscal year 1967. Because a large part of 
these imports are from Far East countries, delivery times 
are shorter. Much of these imports arrived between July 
1966 and February 1967 

Basic shortcomings in cargo discharge and handling methods 
as well as shortages of cargo-handling equipment and poor 
equipment maintenance 

Congested traffic condltlons on access roads to and from 
the port area, p oor condltlon of such roads, and a shortage 
of trucks 

One of the maJor steps undertaken to relieve pressure on the 

port of Saigon is the construction of added port facllltles at var- 
lous coastal ports in Viet Nam Further, a high prlorlty has been 

given to the construction of the Newport complex several miles up- 
stream from Saigon The first deep draft berth became operational 

in January 1967 AID/Washington advised us that three berths would 

be returned to clvlllan control soon and that, as of April 1967, 

one berth was being used prlmarlly for offloading commercial cargo. 
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Inventory accounting system 

At the conclusion of our field work, establrshment of a fully 
automated system was underway to account for incomrng CIP cargoes. 
As currently visualrzed by management, the system will ultimately 

yield data on the complete plpellne and delivery status of program 
commodities --from the date of license application to the consign- 
ee's pickup of the merchandise. 

The system is currently provrding information, by commodity 

category and vessel, as to the date AID/Washrngton pays for 

program-financed commodltles, the date the vessel transporting the 

commodities left Viet Nam, and the date the consignee clears the 

commodities through GVN customs. This rnformatlon permits USAID 
personnel to approximate the delivery status of program-financed 
commodrties and to estimate the length of trme that goods are 

awartrng consrgnee pickup in the port followrng discharge from ves- 

sels. 
Management officials advised us that they are now in a posl- 

tlon to Identify instances whereln importers either are not picking 
up their goods in a timely manner or have abandoned the goods, 
Xoreover, they advrsed us that by making available information as 
to when consignees pick up cargoes, the ability of the Audit Branch 
to perform timely end-use checks 1s potentrally enhanced. This 
type of lnformatron had not generally been available previously. 

Financial management offlcrals further advrsed us of their In- 
tent to continue refining the system. For example, in early Decem- 
3er 1966, they started accumulating information regarding the is- 
suance of import lrcenses, which would be integrated with that de- 
scribed above. Information from other sources was also being used 

in conJunction with that provided by the system. For example, data 
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Y regarqlng the Issuance of Import licenses had been obtained from 
the Natlonal Bank of Vlet Nam since July 196'6 

In our opinion, 4 much still remains to & done to make this 

system fully effective For example, we belLeve that data should 

be available regarding the precise location bf lnventorles In the 
port irea in order to plnpolnt the time and blace of any loss, dar 

e lt 
age, dnd/or dIversIon of program-financed cdrgo. Also, the syster 

does hot permit a defrnltlve ldentlflcatlon )of speclflc commodltlc 

but rither yields lnformatlon as to broad commodity classes, e.g 
"pharmaceuticals" rather than "chloramphen~c%l." 

This lack of speclflc commodity ldentlflcatlon mllltates 
against a timely ldentlflcatlon of plpellne, accountablllty, and 
other necessary management-type data. AID/Washington offlclals aL 

vised us in March 1967 that they were then addresslng themselves t 
this problem. 

Management responslblllty 
The following United States organlzatlonal entltres, both 

within and without USAID, are either directly or lndlrectly con- 
cerned with port actlvltles. 

1. Commercial Import Dlvlslon, USAID Offlce of the Assistant 
Director for Commerce, Industry, and Trade 

Concomitant with the mid-1966 personnel augmentation of tl 
Division, one of their men assumed responslblllty relatlvc 
to CIP shlpprng matters, lncludlng 

a. Consolldatlon of shipments. 

b. Compliance with, and waiver of, the leglslatlve re 
qulrement that at least 50 percent of commodltles 
financed by the United States be transported aboar 
United States-flag vesse1s.l 

'Cargo Preference Act of 1936 (46 U.S.C 1241 (b)). 
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c. Demurrage. 

d. Discharge of vessels and clearance of goods frop 
transit sheds at the port 

e. Lralson wl-th other USAID offrces concerned with 
port operations. 

f, Llalson with the Army. (See lkem 2 below.) t 

2. The United States Army 

In early October 1966, a contingent of United States Army 
personnel arrived xn Saigon to actxvely advlse the Director 
General of Ports, Viet Nam, on efficient methods required 
to improve Saigon port operations pertaining to all commer- 
cial cargo, 

As part of Its mpsslon, this contingent will actively ad- 
vise GVN port personnel as to the following matters affect- 
ing the program. 

a. Port security. 

b. Control and maintenance af cargo-handling equlp- 
ment. 

c. RepaIr and rehabllltatlon of port facrlltles. 

d. IncreasIng the effrclency of cargo flow through the 
port. 

e Methods for efficient movement of vessels wlthln 
the port. 

f. More efficient stevedoring techniques In dlscharg- 
lng and handling eargoes 

g, Reduc-Lng the backlog of cargo on river barges 

h, Effective utlllzatlon of cargo storage space. 

I. Establishment of an effective cargo documentation 
system. 
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3. Commodity Arrival Sectlon, Audit Branch, Qfflce of the As- 
slstant Director for Flnanclal Management 

This section was established 1n June 1966 for the purpose 
of establlshlng the automated inventory accounting system, 
more fully discussed on pages 53 to 54 In addrtlon, this 
section has the sole responslblllty for keeping management 
offlclals advised regarding the status of abandoned (1.e , 
distressed) program-financed cargo. Three United States 
auditors, seven local accountants, one key-punch operator, 
and one admlnlstratlve clerk were assigned to this section 
at the time of our survey 

4. Port Management Branch, USAID Office of the Assistant Dl- 
rector for Logistics 

Thus unit 1s prlnclpally interested In the movement of all 
AID-financed cargoes through the Saigon port, Including 
those financed under CIP. Moreover, the Branch 1s also en- 
gaged In advlslng various GVN agencies on ways to improve 
port operations generally. 

As an outgrowth of this actlvlty, various reports reflect- 
ing overall port operations are prepared by the Branch. 
Branch offlclals attend dally meetings with the GVN's port 
harbor master where prlorltles are established regarding 
the discharge of cargo from vessels In the harbor, As re- 
lated to us by Branch offlclals, prlorltles are established 
by the harbor master, an employee of the Saigon Port Au- 
thority, after conslderlng the urgings of Branch represen- 
tatlves, local agents of commercial shipping lines (which 
transport both CIP and other commercial cargo), and United 
States Army representatives 

I  
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PROGRAM,SURVEILLANCE 

A number of organlzatlons based both In Vlet Nam and In Wash- 

ington exercise surveillance over com&erclal amport program actlvi- 

ties. These Include 

1. USAID's AudIit Branch which examines Into the program In Its 
normal internal review process. 

2. InspectIon and Investlgatlon Staff in Saigon 1s part of 
AID's worldwide Inspection and Investlgatlon Staff, for- 
merly known as the Management Inspection Staff This 1s an 
lnvestlgatlve organlzatlon responsible for the personal in- 
tegrity of AID employees and for the lnvestlgatlon of spe- 
clflc 1rregularltle.s nnvolvlng possible vlolatlon of Fed- 
eral statutes and slmllar matters relating to AID-financed 
transact ions. 

3. Office of Special Prolects was created in March 1966 to 
perform reviews and develop programs speclflcally directed 
toward denying resources to the Vlet Cong. Special empha- 
~1s was to be placed upon CIP sommodltles. The actlvltles 
of this Office are coordinated with those of the Special 
Assistant for Commodity Analysis In AID/Washington, Its 
counterpart organization. 

4. Customs Advisory Team was established at USAID in March 
1966. The prlnclpal mlsslon assigned to this unrt 1s the 
examlnatlon of CIP commodltles to determine whether they 
conform to speclfled quantity, standards, and value. A 
secondary function 1s to advise appropriate GVN offices on 
lnstltutlonal development and on other matters related to 
customs admlnlstratlon. 

5. AID/Washington Internal Audit Staff which 1s part of the 
Office of the Controller and m&kes perrodlc audit-type re- 
views of overall USAID activities. 

6. Flnanclal Review Dlvlslon also part of AID/Washington's Of- 
fice of the Controller, performs a postaudit In Washington 
of CIP transactlons. 

7. Inspector General of Foreign Assistance, Department of 
State has statutory responslbllltles under subsection 
624(d) of the Foreign Assistance Act of 1961, as amended, 
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for revlewlng the cf %fectlveness of Unlted States economic 
and mllltary assrstance programs and Peace Corps and Public 
Law 480 actlvltles. 

In May 1967 we reported to the Congre'ss on the status of man- 

agement audits and surveillance over CIP, as well as over other 
United States programs, in Vlet Nam. (Review of Audit and Inspec- 

tion Programs Conducted by Unlted States Agencies In Vlet Nam dur- 
lng 1966, B-159451, May 4, 1967.) Excerpts from this report deal- 

rng with the CIP are presented in appendix VIII 

We found, In general, that addltlonal audit staff resources 

had been applied 4y USAID's Audit Branch and that there had been an 

increase In the number of substantive audits after a report which 

we issued In July 1966. For fiscal year 1967, the Audit Branch 
planned to perform 63 audits of the CIP with an assigned value of 

$148.8 mllllon. 

Need for an improved management reporting system 
regarding audit coverage of the CIP 

There are a number of important management control stages In 
the lmplementatlon of the CIP which lend themselves to audit cover- 

age. Some of the more slgnlflcant matters, among those requlrlng 

conslderatlon at the various stages, are as follows 
e 

1. The dollar value of speclflc types of commodltles autho- 
rized for import by AID's procurement authorlzatlons (PA's) 
rn the period under review 

2. Import licenses issued under these PA's, including the ell- 
glblllty for licenses of the Importers. 

3. The arrival status in Vlet Nam of the commodltles for which 
import licenses were granted. 

4. The extent to which Importers have plcbed up their goods 
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5. The importers ' dlsposltlon of the goods and, where feasible, ' 
the dlsposltlon of the goods by subsequent purchasers or 
users In the chain of dlstrlbutlon. 

6. The,total dollar value of audit coverage reported to the 
Agency and reported by the Agency to other interested par- 
ties. 

We noted that the end use of commodltles audit phase (Item 5 
above) generally 1s deslgned to determine If the importer can ac- 

count for the commodltles financed under the program and that the 

Audit Branch's standard operating procedures provide that commodl- 
ties also b,e checked beyond the Importer if possible. Audit checks 

generally are not so extended, however, since circumstances 1nhLblt 
extensive end use in many cases because of 

1. The multlpllclty of partles In the chain of dlstrlbutlon 
from the original importer to the ultimate user, coupled 
with the fact that AID regulations require that only the 
original importer malntaln accountablllty records, 

2. Changes from the orlglnal form of many commodltles imported 
through subsequent manufacture and processing, 

For a sampling of the manner In which audit coverage was being 

afforded at the above-llsted control points, we lrqulred Into two 

of the more slgnlflcant CIP audits which the Mlsslon Audit Staff 
had undertaken at the time of our field work. The first of these 

audits, of tlnplate, had been completed and the audit coverage had 

been reported to AID/Washington at n\arly $9 mllllon, the second 

audit, of truck tires and tubes, was in progress. 

With reference to tlnplate, our review disclosed that the au- 

dltors found that $8.8 mllllon worth of import licenses had been 

issued to 108 Importers, that the auditors had vlslted 12 importers 

to whom import licenses totaling a value of $4,982,899 had been IS- 

sued, that $3,362,585 worth of the licenses of the 12 importers 
, 
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were subJected to a relatively detailed analysis to determlne such 

details of the transactions as the importers' requirements, quan- 

trty ordered, and delivery status, and that tinplate valued at 
$1,709,321 had been received by the 12 unporters. 

The auditors also observed $48,169 worth of the tinplate which 
was at the port and, upon reviewing the records of 8 relatively 
small importers included in the 12, found that an addrtional 
$31,172 worth had been sold and $9,332 worth was In rAventory. No 

further verrfication procedures were performed, The remaining 

$1,620,648 worth of tinplate was imported by the other 4 importers 

visited who were the major users of tinplate in Vlet Nam. The fr- 
nal dlspositlon of this tlnplate was not determined from the ac- 

countabrlity records of the importers nor were observation or physi- 
cal counts performed, According to the auditor in charge, most of 
this tinplate was at insecure locations at the time of the audit. 

The dollar amount of audit coverage at each of the first three 
management control points, i.e., through the verlflcatlon of the 
tinplate deliveries to importers, appears to be reasonable in rela- 
tion to the nearly $5 million value of imports by the 12 importers. 

It will be noted, however, that the audit coverage was limited to 
12 out of the 108 importers and included only eight of the smaller 
importers and that verlflcatlon of sales and inventories was rela- 

tively negligible. 

Whrle reductions in the extent of detailed audit coverage at 
the successive stages of the import cycle are appropriate, the cov- 
erage nevertheless must, in our oplnron, be such as to be fairly 
representative at each stage of the scope of transactions said to 
be covered. To meet this criterion and permit reporting audit cov- 

erage for the entire program segment of $8.8 million, would require, 
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we belleve, that (a) more than eight of the small Importers be 

tested and (b) more extensive testang be made of the dlsposltlon of 

tlnplate by the four maJor importers and a representative number of 
smaller Importers. If end-use verlflcatlon was lmpractlcable be- 
cause of security reasons, this does not , in our oplnlon,warrant 
the reporting of coverage as greater than that actually accom- 

plished. 

AID/Washington advised US of their view that the selection for 
testing at each successive stage In the commodity import program 
cycle need not be representative of condltlons throughout the 

broadest program segment. Rather, they said, tests varied depend- 
ing on the auditors findings with respect to condltlons encountered. 

AID/Washrngton also advised us that the tlnplate audit was atypl- 

cal, but they did not reduce the reported dollar value of audit 
coverage for this particular audit. We believe that the extent to 
which audit tests in late stages of audits are adJusted in the 

light of condltlons disclosed In earlier audit stages must conform 

to the prrnclple that at each stage the coverage should be fairly 

lndlcatlve, as to that stage, of the total spectrum supposedly 

covered. F 

8 As Indicated above, we also lnqqred into an examination of 

the end use of truck tires and tubes, which was in progress at the o 

time of our survey. This examrnatlon had been assigned a value of 

$8 mllllon --the cost of these commodltles that was estimated, at 

the time this value was asslgned,to have been authorized for pro- 
gram financing during fiscal years 1964, 1965, and 1966. 

The audit plan called for an lnltlal test check of $1,760,317 
of the $4.4 mllllon worth of these commodltles authorized for fl- 
nanclng during fiscal year 1965 and for no review of transactions 

for fiscal years 1964 or 1966. Subsequent followup by our staff 
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disclosed that end-use verlflcatlon was performed of commodatles 

valued at $186,504 imported during fiscal year 1965 We also noted 

that, after we brought this case to the attention of USAID and 

AID/Washington, the assigned value of this examlnatlon was reduced 

to the $4 4 mllllon authorized for lmportatlon during 1965, the 

period from which the audltor drew his lImIted sample 

We believe that coverage on this audit 1s still over'stated 

since the $186,504 in commodltles verified represented a sample 

drawn from a $1.8 mllllon segment of transactlons and there was no 

lndlcatlon that that segment and the sample taken from It were 

representative of the remaining $2 6 mllllon In commodltles autho- 

rized for flnanclng during fiscal year 1965. 

Information concerning the cumulative dollar value of audit 

coverage, including that involved In the two lndlvldual audits de- 

scribed above, 1s malntalned and reported monthly by the Audit 

Branch for the purpose of keeping top USAID and AID/Washington of- 

flclals and other interested parties apprised to the extent of au- 

dlt surveillance exercised over programs under the USAID's admlnls- 

trative control. Also, by relating the extent of audit coverage to 

the nature and magnitude of deflclencles disclosed during the 

course of such examlnatlons, It 1s possible to broadly and roughly 
evaluate the manner in which a program 1s operating. 

We belleve that, to the extent audit coverage 1s overstated as 

In the two cases described above, such overstatement wall mlslnform 

management and other Interested parties as to both the actual sur- 

velllance exercised and the effectiveness of the program. While 

the audit techniques employed may, In themselves, be acceptable In 

some cases, we believe that llmltatlons on their representative 

character should be clearly disclosed In reporting In terms of 

total dollar coverage to preclude mlsleadlng persons unfamlllar 
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with the techniques employed. Moreover, to the extent that mekhods 

srmllar to those described above may have been used In other cases 

In assrgnlng aud-Lt coverage values for reporting purposes, the va- 
lldlty of the overall coverage reported for the commercial Import 

1 
program 1s questronable. , 1 

ii 
Conclusion li 1 

I 
We belleve that substantial smprovements have been made 14 the 

audit coverage of the commercial rmport program for Vlet Nam since 
the Committee on Government Operations of the House of Representa- 

tlves reported that audzt coverage of that program appeared low 

measured ei.ther In terms of the number of reports or the dollar 
value of audit coverage The Committee's report, based on a study 

made by Its Foreign Operatsons and Government Informatson Subcom- 

mittee, noted that "only four end use audits of CIP commodltLes 
valued at about $8 mllllon were In process In January 1966 'I We 

also feel, however, that, If audit coverage 1s reported and audit 
values are asslgned extensively In other areas as they were in the 

two cases discussed above, the overall surveillance of the program 

could be substantially overstated. 
Our primary concern 1s wrth the consequences that such a prac- 

tice would have In terms of both the reliance placed by top AID 
management upon data so reported In evaluating the effectiveness of 

the program and the extent to which such data may be cited by AID 

top management In reports to other Government offlclals and agen- 

cles e We also are concerned that such a reporting practice, by 
emphasi.zlng a statlstlcal demonstration of broad audit coverage, 

may tend to Induce qualltatlve shortcomings In the performance of 
the audits themselves. While the cause-effect relatlonshlp between 

present reporting practices and qualrtatlve shortcomings In the 

63 



audit 1s not demonstrable, we believe it 1s srgnifrcant to quote 

the results of a report by the Inspector General for Foreign Assls- 
tance, Department of State to the Admrnlstrator, AID, that 

"The Audit Branch of the Controller's Offlce has been 
active In lssuxng a number of audrt reports rn recent 
months, however, we were not overly impressed by the 
quality of these reports. 

"*** The value of audit reports lies in the type of In- 
formation made available to those repsonslble for pro- 
gram admlnlstratron rather than In the mere number of 
report5." 

Recommendation 
We recommend that top AID/Washington and USAID management 

adopt an audit coverage reporting system which reflects the varying 
degrees of audit coverage accorded at each management control stage 

of the commercial Import program Such a system should Include, at 

a minimum, a stratlfrcatlon of the coverage accorded at each prln- 
crpal review stage. 

Using the two audits cited above, such a system might well 

yield the following type of cumulative data regarding audit cover- 

age. 

Stage 
Truck tires 

Total Tlnplate and tubes 

Authorized fmports 13,200,000 8,800,000 4,400,000 
Licenses subJected to testing 9,382,899 4,982,899 4,400,000 
Lrcenses actually tested 5,022,902 3,262,585 1,760,X7 
Commoditres subJected to testing 1,848,990 88,673 1,760,317 
Commodities actually tested 275,177 88,673 186,504 
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APPENDIX I 
Page 1 

PRINCIl?&L MANAGEMENT OFFICfALS 

RESPONSIBLE FOR THE ACTIVITIES 

DISCUSSED fN THIS REPORT 

Tenure of office 
From To - 

DEPARTMENT OF STATE 

SECRETARY OF STATE 
Dean Rusk Jan. 1961 

UNDER SECRETARY OF STATE 
George W, Ball Nov. 1961 
Nicholas D. Katzenbach Sept. 1966 

UNITED STATES AMBASSADOR TO THE REPUBLIC 
OF VIET NAM 

Henry Cabot Lodge Aug. 1965 
Ellsworth T Bunker APr 1967 

UNITED STATES DEPUTY AMBASSADOR TO THE RE- 
PUBLIC OF VIEW NAM 

Wrlllam J Porter Sepc 1965 
Eugene M Locke Apr. 1967 

AGENCY FOR INTERNATIONAL DEVELOPMENT 

ADMINISTRCITOR 
David S. Bell Dee 1962 
W1-lllam S. Gaud Aug 1966 

ir 
DEPUTY ADMINISTRATOR3 @ 

WIlllam S Gaud Feb 1964 
Vacant Aw 1966 
Rutherford M Poats May 1967 

I 
ASSISTANT ADMINISTRATOR, VIET NAM BUREAU 

(note a> - & 
Walter G Stoneman (acting) May 1967 
James P. Grant June 1967 
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Present 

Sept 1966 
Present 

APr 1967 
Present 

APr 1967 
Present 

Al--% 1966 
Present 

Aug. 1966 
May 1967 
Present 

June 1967 
Present 



APPENDIX I 
Page 2 

PRINCIPAL MANAGEMENT OFFICIALS 

RESPONSIBLE FOR THE ACTIVITIES 

DISCUSSED IN THIS REPORT (continued) 

Tenure of offlce 
From To - 

AGENCY FOR INTERNATIONAL DEVELOPMENT (continued) 

ASSISTANT ADMINISTRATOR, FAR EAST BUREAU 
Rutherford M Poats APr 

CONTROLLER 
Charles F Fllnner Ott 

DIRECTOR, MISSION TO THE REPUBLIC OF 
VIET NAM 

Charles A Mann Aug 
Donald G MacDonald Aug 

DEPARTMENT OF DEFENSE 

SECRETARY OF DEFENSE 
Robert S. McNamara Jan 

SECRETARY OF THE ARMY 
Stanley R Resor July 

COMMANDER, MILITARY ASSISTANCE COMMAND, 
VIET NAM. 

Gen Wllllam C Westmoreland Aug. 

1964 

1964 

May 1967 

Present 

1965 Aug 1966 
1966 Present 

1961 Present 

1965 Present 

1964 Present 

aEffectlve May 21, 1967, a separate bureau was formed within AID to 
admInister Unlted States economic assistant programs In Vlet Nam 
Prior thereto, AID's Far East Bureau admlnlstered the Vret Nam 
programs 
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o\ 
W 

AS OF NOVEMBER 1, 1966 

DIRECTOR 
EXSEC DONALD G UacDONALD 

RCMATHERON - p 
DEPUTY DIRECTOR 
L WADELATHRAM 

MIS 
W McKELDIN 

. L;GAL ADVISOR 
J W ROXBOROUGH 

1 I 
ASSOCIATE DIRECTOR ASSOCIATE DiRECTOR 

FOR PROGRh AND FOR 
ECONDMIC POLICY FIELD OPERATIONS 7 

T EcANt;L;;EN 

r- ---- - --COORDINATION - - - 

ASST DIR FOR 
PUBLIC WORKS 
FR WORTHEEU 

- 

FINANCIAL MGT 
D R CURTIN 

I 
PROVINCIAL REPRESENTATIVES AND OTHER PERSONNEL 

NATIONAL PROGRAMS REGIONAL AND PROVINCIAL PROGRAMS 
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APPENDIX III 

ECONOMIC ASSISTANCE I'0 VIET NAM 

FISCAL YEARS 1954 THROUGH 1966 

AS OF JUNE 30, 1966 

OBLIGATIONS 
. 

Fiscal year 
Total 1966 1965 1964 1954-63 

(mll{ions) * 
k 

Commercral Import Pro- 
gram 

Paclflcation Program 

Public Law 480 and slm- 
Liar agricultural 
programs * 

ProJect Assistance 

Other 

Total 

Commercial Import Pro-J 
gram 

Paclflcatxon Program 

Public Law 480 and slm- 
nlar agricultural 
programs 

ProJect Assistance 

Other 

' Total 

$1,990 4 $397 0 

212 7 97 9 

522 4 108 8 

350 4 76.8 

247 a 

$?A00 6 684 8 

EXPENDITUBES 

$1,676 2 $206 8 

110.7 38 4 

453 6 71 8 

279 6 33 3 

23 8 45 

$2,543 9 $354 8 

$149 3 

45 4 

$111 6 $1,332 5 

36.9 32 5 

57 5 

21 4 

1.5 

275 1 

B 

68 3 287 8 
WC 

10 8 241 4 

12 17 7 
* 

228 8 1,911 9 

$110 9 $103 8 $1,254 7 

43 8 17 8 10 7 

65 5 59 0 257 3 

30 5 35 1 180 7 

16 41 13 6 

$252 3 $219 8 $L 717 0 
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APPENDIX Iir 
Page 1 

APR 26 1967 

Mr. Oye V Stovall 
Direct or 
InternatLonal Divaslon 
U. S.'General Accounting Office 
Washington, D, C 20548 

pear Mr Stovall, 

We have reviewed the General Accounting Offlce draft report on "Survey of 
the Management and Operation of the Commercial Import Program for Vietnam." 
I sm pleased to subrmt our attached comments on the draft report for your 
oonslderatlon. 

We believe that the report, mth rmnor modlf%catlons, will constitute a 
balanced and accurate account of the Commerc4al Import Program (CIP) In 
Vxetnam. Given the nature of the controversy that has centered on this 
particular program, an obJectlve report to the Congress and the public 1s 
long overdue 

[See GAO note ] 

CIP progrmng and management policy has been thoroughly reviewed by top 
msnagement in WashIngton and Saigon Nevertheless, two extreme and opposing 
schools of thought on what CIP policy should be are still occasionally 
encountered among those directly responsible for certain functional areas at 
the staff level We belzeve the authors of the draft report, in an effort 
to simplify a complex subJect, have inadvertently described one of the extreme 
views and thereby mlsrepresented the policy established by top management 
Th%s is dealt mth in greater detail in the attached comments. 

Your staff completed field work In Vietnam m December 1966. Consequently, 
you are not farmllar tJlth and do not report the remarkable mprovements which 
have been made In the port of Saigon during the past few months 

GAO note: The deleted comments are not pertinent to the matters dis- 
cuaraerd in th;is report. 

< 
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APPENDIX IV 
Page 2 

Mr Oye V Stovall, Director 

We understand your representative 1s now In Vietnam to update the sections 
of the draft report which deal with port operations, so we have conflned our 
comments to general observations 

We find ourselves m fundamental disagreement with the General Accounting 
Office concept of proper audit sampling and reporting procedures This dls- 
agreement 1s treated sn detail in our comments 

Let me again express the Agency's appreciation for the ObJective and professional 
manner in which the General Accounting Offlce accomplished this survey on 
management and operation of the CIP Vietnam 1s not always a pleasant place 
in whch to live and work, we have no reason to thlrik condltlons are less 
frustrating or problems less complex for your staff members than they are 
for rmlltary and civilian personnel assigned there permanently. 

Sincerely yours, 

Assistant Admlnfstrator for Adrmnlstratlon 

Attachment a/s 
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ATTACHMENT 

AGENCY FOR INTERNATIONAL DEVELOPMEXT 
COMMENTS ON THE 

GENERAL ACCOUNTING OFFICE (GAO) DRAFT mPORT ENTITLED 
"SURVEY OF THE MANAGEMENT AND OPERATION OF 
THE COMMERCIAL IMPORT PROGRAM FOR VIETNAM" 

Set forth below are comments and suggestions which are keyed to the draft 
report by page numbers Pertinent parts are quoted from the report 

Page g-10 

"A I D and USAID do not, In themselves, formulate the 
size or commodity content of the Commercial Import 
Program for Vietnam Rather, sufficient dollar funds 
are provided to pay for commodltles needed to meet the 
market demand, as determined by the Vietnamese unport 
community, for any commodltles ellglble for A I D 
flnanclng " 

A I D belleves that the GAO has over-slmpllfled the complex CIP policy 
developed by the Agency, unfortunately, such over-sImpliflcation is subJect 
to m7slnterpretatlon by those not famlllar mth the intricate--and polltlcally 
sensstlbe--management system deslgned and zmplemented during the course of 
the past year 

In normal circumstances, a commodity Import program supplements import 
financing available from the host country's own foreign exchange resources 
The operating prlnclple for a normal commodity import program is that, mthin 
the lirmts of what A I D 1s wllllng and authorized to finance, almost exclu- 
slve reliance 1s placed upon market deterrmnatlon of requirements and upon 
normal commercial practices for procurement, transportation, and djstrlbutlon 
of A I,D -financed commodztles 

Special circumstances have caused extensive reconslderatlon of this 
operating principle in the case of Vietnam During the last year and a 
half, the CIP was expanded so rapidly that for a time A I D management capa- 
bility was unable to keep pace The GVN adrmnlstrative machinery showed Itself 
to be Incapable of ensuring adherence to either Vietnamese or A I D regula- 
tlons Tremendous inflationary pressures on an imperfect and somewhat inex- 
perlenced market sometunes resulted in inadequate requirements deterrmnatlon, 
which in turn created opportunltles for various irregularltles documented 
elsewhere m the GAO's report 

In an economy as uncertain and dynarmc as that of Vietnam, quantitative 
requirements are not to be found In the abstract Requirements are what will 
sell--and what sold last month or last year LS only a partial indicator of 
what will sell in the future There has been a scarcity of commercial Informa- 
tion and an lnabillty to foresee what commodltles would be wanted in the 
rapidly fluctuating condltlons of wartime Vietnam Nevertheless, A I D 
believes no one can make these JUdgmentS as well as the Vietnamese businessman, 
whose livelihood depends on knoknng the temper of the market and having the 
enterpreneurial capacity to risk his own money on that knowledge 
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While experience teaches the necessity to rely on the market, 
experience also dictates the need for strong management and regulation 
to guard against excesses and lrregulsrltles In recent months, A.1 D. 
has introduced a system of continuous surveillance and llconstructlve 
mterference" in the market The text of the GAO Report describes many 
ways In which the prlnclple or constructive interference 1s effected 
m the day-to-day operation of the program 

With respect to the commodity content of the program, A I D. and 
USAID are engaged in a continuous review of the types of commodltles 
which will remain ellglble for A.1 D. flnanclng A.1 D. has Just 
completed a thorough review of the commodity content of the CIP, and, 
In keeping with the prlnclple that import needs should be met first 
through the expvendlture of GVN foreign exchange and residually through 
the expenditure of funds provided as a part of the U S. foreign assist- 
ante program, our two governments have agreed to transfer a large number 
of important commodltles from the CIP-ellglble list to the GVN's own 
import program Twenty maJor commodity categories are on this list, 
A.I.D. anticipates that expenditures for these commodltles will total 
more than $50 mllllon In the last half of 1967. 9 
Page LO-11 

"The method currently used to estimate the size of the 
program 1s a slmpllfled, and broadly applied, inflationary 
gap analysis which compares the aggregate of inflationary 
factors (monetary Input) to the aggregate of counter- 
lnflatlonary factors (monetary absorbtlon) A.1.D 
officials added, however, that they do not use the 
gap to estimate lnflatlonary unpact I1 

"The final sentence of this quotation should be deleted Over- 
slmpllfylng somewhat, gap analysis draws attention to two variables under 
our control* the level of spending and the level of imports Because 
program needs are very demanding In Vietnam, 1-t 1s dlfflcult to cut 
spending, nevertheless, we have reduced spending from what 1-t otherwise 
would have been Spending plans in turn dictate the level of unports 
reqmred to offset the lnflatlonary impact of spending A.1 D. has always 
assumed that If lnflatlon gets too far out of hand, the U S, and the GVN 
would cut-back on expenditures over which we have control, 1 e , U S. 
rmlltary, U.S ~1~11, and the GVN On the other side of the equation, if 
imports were not absorbed at an acceptable rate -- which would result in 
a larger than anticipated gap and a more rapid rise in prices -- we would 
again have the posslblllty of cutting back on expenditures 

We use the gap gs one estimate of overall monetary lnflatlonary 
pressure, It 1s an unperfect measure because it does not take into 
account such things as changes in the level of domestic production of goods, 
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changes in the willingness of people to hold money as llquld assets, 
changes In the extent to which barter 1s used in payment for goods and 
services, etc However, It 1s a useful measure because other means of 
measuring lnflatlonary pressure are unavailable; natlonal Income 
statlstlcs are MpossLbls to estimate with any degree of reliability 
at the present tame, whereas most of the inputs of monetary gap analysis 
are relatively easy to measure. 

Gap analysis LS a slmpllfled statement of the proposltlon that a 
change In money supply determines changes in price. A.I.D,/W and 
USAID have exarmned the historzc relationshIp between the gap and 
prices, and find the relakanshlp to be changing. It has usually been 
a fact in Vzetnam, however, that change m pr9ces has been proportionately 
less than change In money supply. As an example, in 1965 money supply 
rose 76 percent while during the same period retail prices In 3algon rose 
4,O percent. 

[See GAO note on page 71 ] 
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[See GAO note on page 71 ] 

"At our request, USAID offlclals obtained from the 
GVN's Directorate of Commercial Aid hlstorlcal and 
most recent lnfarmatlon regarding over-all membershla 
In the NC groups.1' 
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Our lnformatlon does not doffer In magrutude from that presented 
by the GAO, but we cannot confirm or agree to the statlstlcal data 
Many firms belong to more than one commodity group, some are reglstered 
with the Directorate of Commercial Aid (DCA) but not with the Directorate 
of Controlled Economy (DCE) and vice-versa, etc Many of the new firms 
which are now permitted to operate in more than three commodity groups 
are old and establlshed firms wluch have re-registered 

Page 19 

ltPrevlous group members are still, however, restricted 0 
to lmportlng In accordance with their previous b 
designations To enhance prospects for complete 
importer competition, United States negotiators 
unsuccessfully attempted to remove this barrier also II 

Since old Vietnamese firms can re-register with new names, we believe 
adequate provlslon has been made for partlclpatlon by all firms which 
wish to Lmport and can meet the flnanclal requirements of the law 

Page 22 

"USAID believe (d) that no additional fertilizer 
purchases would be necessary during fiscal year 
1967 ll 

USAID has Just completed negotlatlons with the GVN leadlng to a 
change-in the internal dlstrlbution system for fertlllzer Now that 
dIstrLbutlon arrangements have been made, A.1 D. 1s going forward with 
procurement of fertlllzer for dellvery in Vietnam in the June to September 
period The schedule provided by the USAID calls for 170,000 M/T (80,000 
M/T of urea under barter, cost about $10 rmlllon, and 90,000 M/T of 
rmxed fertilizer under GSA procurement, cost about $13 million) to be 
proeyed In FY 1967 

In the past there were two separate fertlllzer programs -- one 
funded under Counter-Insurgency and dlstrlbuted by agricultural 
cooperatives, the other funded under the CIP and sold commercially The 
new system provides for a single Vletnemese entity to manage importation 
and dlstrlbution Even though procurement ~~11 be funded against the 
Counter-Insurgency program, all but about 20,000 M/T per year ~111 be 
sold commercially through cooperatives, farmers' assoclatlons, and 
commercial enterprises, 
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[See GAO note on page 71 1 

B Page 24 

"The use of MSTS calls for using the United 
States Army's local inland transportation system 
This entails the use of a clvlllan contractor, 
wlthout mllltary drivers or guards, who 1s not 
contractually reqtured to accept responslblllty 
for losses Incurred between the port and first 
destination, and could result In A I D. sustaln- 
lng substantial losses I1 

Clvlllan contractor vehicles are used by the U.S military only In 
those areas that are reasonably secure and when adequate management control= 
can be ererclsed In all areas, the U S. mllltary currently secures USAID 
sponsored cargo Ln the same manner as mzlltary cargo The following 
measures are being taken to provide security over such cargo 

(1) Security cargo (e g ammunltlon, weapons, medical, 
malls, PX supplies, etc ) 1s escorted by mllltary 
police patrols. 

F 

I 
(2) Palletlzed or boxed cargo 1s banded to the bed of 

the vehicle to add to security and safety of cargo 

(31 Predesignated truck routes are established which 
facllltate the control of cargo shipment from the 
port to maJor destlnatlons 

In order to assure against pilferage, USAID has in addltlon arranged 
for an independent lnspectlon firm (Soczete de Surveillance) to provide 
guard service for the transport of commodities between the vessel and the 
point of first destination 
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, 
[See GAO note on page 71 ] 

Page 4.045 

"PORT ACTIVITIES" 

A general comment on the section of the report entitled "Port 
Actlvltlest* is in order The statistical data on transportation presented 
1n this section cannot be conflrmed from data malntalned by A.1 D and 
used In reply to inqw_rles on the A I D program in Vietnam The report- 
Ing periods and classlflcatlon system used by the GAO are not the same as 
those reported to A I D./W from Vietnam; as a result of agreements between 
A I.D./W, DOD and the field actlvlties, port operating statistics 
avaIlable to us are based exclusively on MACV reports As an example of 
the type of dlscrepancles we have ldentrfled, offlclal reports from MACV 
and from USAID on the amount of tonnage on barges have always been 
estimates and have always been well below tonnages cited by GAO However, 
we do not wish to take Issue with statrstlcs used by the GAO Inasmuch as 
they portray the general sltuatlon fairly accurately, even when the data 
differs from that avallable to A I.D. 

Page 4.2 

"Barges on the Saigon RlveF 

A.1.D belleves that the barge problem 1s extremely lmportslnt 7nd 
worthy of continuous attention, we think, however, that the age of csrgo 
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In barges 1s a better Index of the barge sltuatlon than the number of 
barges under load Typical actlons taken to alleviate the barge 
problem include 

(a) Improvements In the facllltles of the Klnh Te 
Canal llghterage faclllty to Increase its future 
discharge capacity from 600 to 1,000 short tons 
per week 

(b) Development of a 2,300 foot quay, and construction 
of seven warehouses on the Klnh Do1 Canal This 
faclllty will have the capacity to handle 2,500 
short tons a week 

(c) Extensive warehouse construction in the Saigon area 

(d) A special ten-man task force dispatched from 
WashIngton on USAID's request 1s placing an emphasis 
on ldentlflcatlon and discharge of aged cargo from 
the barges. 

Despite these and other measures, A I D. anticipates that barges will 
continue to be used In large numbers in the lmmedlate future Warehouse 
space 1s at a premium, partly because of the needs of US rmlltary forces 
and partly because of recent increases of in-country commercial lnventorles 
It should be recognized that because of their modest cost barges are 
traditionally used as floating warehouses in the Far East, many of the 
privately owned barges seen floating in Saigon River contain cargo which 
has already cleared Customs, inventories are held on barges -- Just as 
they would be stored in warehouses on land -- until the owner decides to 
move his goods into the market place It 1s a moot point whether such 
lnventorles should be viewed negatively, as contributors to port congestion, 
or posltlvely, as safeguards against recurrent market shortages. 

Page L2 

"We noted also that commercial tonnage discharged through 
Saigon port had shown recent slgnlflcant increases 
Increased arrivals of commercial cargo had more than 
offset this mprovement, however, the total cargo in 
and around transit sheds, on barges and aboard vessels 
had shown a marked increase IV 

The first sentence quoted 1s much more significant than the second, 
which zn any case 1s no longer true in March, 1967 We understand GAO 
intends to update the data presented In this section of the report to 
reflect the remarkable improvements that have taken place in the most 
recent six month period 
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There has been an Increase In the amount of commercial cargo 
reaching Vietnam In the past several months We belleve that we 
are presently experlenclng the heaviest load on the port, and that 
commercial tonnages will begln to drop In July or August--and possibly 
before then--as a result of decreased rates of import llcenslng which 
began In September 1966 

A cleared and clean port as not a goal In and of itself--an 
efficient port operation 1s a means to an end In this case, the 
goal 1s to provide Vietnam with sufflclent war material to permit the 
achievement of peace and polltzcal stablllty, and to furnish the economy 
of Vietnam with consumer goods and raw material In quantltles sufficient 
to dampen inflation and stabilize prices Consequently, the most important 
single statlstlc applicable to the port of Saigon 1s the quantity of clvll 
and military cargo moved through It In our view, the GAO report places 
too much emphaszs on technical operating problems which occur wlthln the 
walls which surround the port, and not enough emphasis on the overall 
success of port operations as measured by port through-put 

Page 45 

"At the conclusion of our field work in December 1966 
Army advlsors had assisted the GVN In devlslng a more 
reallstlc warehouse tariff, stevedore barge rentals 
were also reportedly increased In order to make extend- 
ed storage thereon less favorable to importers I1 

The new Port Tariff became effective 1 January 1967 More severe 
rates are 1~1 effect for transit sheds which should encourage movement of 
cargo Also, berth rates are higher which should stimulate a better rate 
of discharge Slmpllfled customs procedures are in effect, they will be 
further refined to Include customs clearance from barge manifests 

45 Page 

"It 1s to the advantage of Vietnamese importers 
to leave commercial import program cargo aboard 
ocean vessels until such time as they can Immediately 
resell them, since the United States pays demurrage 
charges and finances ocean freight costs which 
include the congestion surcharge I1 

The congestion surcharge financed by A I D In dollars 1s payable by 
the Importer In plasters, accordingly, it 1s in the long term Interest of 
the importer to cooperate In reducing vessel turn-around time, which will 
eventually result in a reduced surcharge Even If the lmnorter preferred 
leaving cargo on board vessels rather than paying barge or warehouse 
rentals, he would not have that option, steamshlp agents supervise the un- 
loading of berth term vessels wlthout reference to the wishes of 
Indlvldual consignees 
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Demurrage for voyage-chartered vessels 1s another matter Demurrage 
on CIP cargoes 1s normally charged to the account of the consignee, 

s whether he 1s a commercial entity or an agency of the GVN. In the past 
there has been controversy on the matter where rice cargo was concerned, 
but USAID has obtalned a commitment from the GVN to pay all past and 
future demurrage costs for rice 

The only demurrage costs for which A.1.D 1s responsible are those 
incurred in barter transactions when USAID 1s the consignee Cement and 
fertilizer are the two prlnclpal commodities imported In this fashion 

In the future, fertilizer will be moved through the port expedltlously, 
since there will be only one offlclal entity charged with the responslblllty 
for importing fertilizer, it should be possible to pass demurrage charges 
along to that importer A I D. and USAID are currently engaged m fmallzlng 
the new fertilizer arrangements 

Following the explratlon of outstanding barter cement contracts, A 1.D 
will no longer finance cement under the CIP Consequently, future trans- 
portatlon arrangements for cement will be made and financed by Vietnamese 
entities 

Page 4.5 

"The GVN has not enforced a decree which provides that 
any commodltles not cleared through customs 30 days 
after discharge will be confiscated and sold at auction 
For example, between March 31, 1965, and August 30, 1966, 
about $63,700 In commercial Import program goods had 
been confiscated There were no lndlcatlons of confls- 
cations prior to that date A new decree has been 
proposed by the United States Army which, if enforced, 
will hopefully correct this situation It was still 
under consideration by the GVN at the conclusion of 
our survey " 

GVN 1s still not enforclng the conflscatlon decree consistently 
Whether or not a rigid policy of confiscation would assist us in our goal 
of developing a responsible and responsive business community 1s questlon- 
able Since the primary reason for most delays In accepting delivery can 
be attributed to a temporary lack of markets, It 1s doubtful that a second 
unporter could be found who could be more successful at finding buyers for 
goods purchased at government-sponsored auctions Having confiscated 
cargoes already in abundant supply, the GVN--with little commercial expertise-- 
would face the same marketing problems as the original unporter The GVN 
would probably have to sell at much less than cost to new buyers, the new 
buyers would thereby gain opportunltles to make large windfall proflts, 
which rmght give rise to a susplclon of corruption 

Although conflscatlon has not been enforced, suspension of importers 
who fall to remove their cargoes from the port within ten days has increased 
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m frequency In the 60 day period from December 1, 1966 to January 27, 
1967, 98 importers were suspended Suspension is far less draconian than 
confiscation, since Importers can be and are relnstated after they have 
cleared their goods from the port 

Page 45 
11 ,A high prlorlty has been given tithe construction 

of the Newport complex several miles upstream from 
Saigon, and it 1s antlclpated that it wlllbe at least 
partially operational In early 1967 This will permit 
the diversion of some mllltary cargoes now offloaded In 
Saigon, thus freeing additional areas of the port for 
commercial operations W 1 

The first deep draft berth at Newport became operational--ahead of 
schedule--on 28 January 1967 It is antzlpated that three berths will be 
returned to clvlllan control soon At present, one of them 1s being used 
primarily by the commercial sector and only occasionally are ships with 
military cargo berthed there MACV reports that the second can be returned 
to commercial use in April 1967, after a second deep draft berth is avail- 
able at Newport MACV expects that the third berth can be released by 
September 1967, when Quay 4 at Newport 1s finished, this berth wLLl not be 
released lf there is a significant Increase In TJSAID sponsored cargo related 
to the Counter-Insurgency program or an addltlonalbulld up of military forces 

Page 51, Audit Reports 

Rev<sed procedures and practices to expedite Issuance of Audit Reports 
have Increased production from three reports issued during the first 9 months 
of FY 1966 to 50 reports issued during the first 8 months of FY 1967. 

Pag+ 52 -56 

‘I It 1s our opinion that the Audit Branch's manner of 
kportlng its dollar value of audit coverage may mislead 
persons not intimately famlllar with Its reporting 
practices," (Top of page 53) 

"Where several control points are involved In the audits, 
adequate coverage of the complete program segment requires 
that the selectlon at the first and each succeeding point 
be representative of conditions throughout the entire 
program segment both as to the values tested and as to the 
complete spectrum of the segment ' (Bottom of page 53) 

"Moreover, it seems to us that the Branch is not always 
adhering to the prlnclple that the selection for testing 
at each successive control point be representative of con- 
dltlons throughout the program segment, resulting in 
successively dlrmn-Lshlng coverage as examLnatlons progress ' 
(Top of page 54) 
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The passages quoted above seem to ignore the basic principle of selective 
testing, 1. e , that the extent of audit coverage (verlffcatzon of lndlvidual 
transactions) will be determined by the conditions encountered relative to 
each control point, There 1s not necessarily a correlation between the ade- 
quacy of 'control procedures, and efflclerrcy of operations, within the various 
functional areas of a given program segment. For this reason, we do not agree 
with the GAO's stated prlnalple that the selegtion for testing at each succes- 
slve control point wlllbe representative of oond5tions throughout the program 
segment For example one may find (rn the POL import program segment) that 
the control procedures are good wJth respect to llcenslng and customs clearance, 
but are poor with respect to end-use, In such cases the audit coverage, both 
as to dollar value and methods employed, of the end-use function would be far 
greater than it would be In the other functional areas named Hence, In a 
program segment involving five sucoesslve control points the extent of audit 
coverage may vary considerably between these points Such a variance may be 
on a fluctuating basis, or could possibly be on an znareaslngly dlrmnlshlng 
basis, depending on the auditor's flndlngs with respect to condatlons encountered 
at each control point 

The CIP procurement distrlbutlon cycle In Vietnam typically simulates 
a pyramid with a llmlted number of importers at the summit and an ever widen- 
lng number of wholesalers and retallers and end-users at the lower levels 
The ldentlty of the lmportlng community members at the various levels can 
be deterrrmned only at the next hzgher level In the dlstrlbutaon chain While 
the sampling at the lower levels may nwnerlcally well exceed those at the 
higher levels of the pyrsmld, the dollar value of the sempllng at the lower 
levels, under normal condltlons, is necessarily decreased We belaeve that 
the ssmpllng at the end-use level In Vietnam, expressed In terms of dollar value 
coverage, must necessarily be less than the sampling at the llcenslng level 
In terms of the number of transactions revlewed, the sampling at the end-use 
level can and usually does exceed the sampllmg at the llcenslng level 

54 Page 

"In reporting the value of audit coverage, however, the 
Branch generally asspgns a value based on the overall 
value of the program segment, es&,) commodity, under 
review, rather than zn terms al the coverage of the 
particular control points accorded selective testzng ' 

With the exception of the one sgeo%f~c audit of tinplate czted by the 
GAO (which 1s not typical), we disagree wath the crilxcism of Audit Branch 
procedures for reporting the value of audit coverage The theory of reporting 
apparently advocated by the GAO is contrary to accepted practice generally 
wlthln the profession Agency policy 1s to select for audit an identlflable 
program segment which then becomes the audit unit or element Through 
professional techniques and methodology the auditor tests to the extent deemed 
necessary the procedures relating to @a& control point His tests are ex- 
panded or contracted at eaoh pomt depand,lng on his findIngs, ThSs results 
in assurance that control procedures are reasonably effective in pan-polntmg 
deflclencles m order that operatzng offlc~als may take correctxve wctlon 
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When review 1s completed for the entlre program segment, there has been cover- 
age at each control point to the degree deemed necessary In the audltor's 
Judgment Opinions relating to the total segment are expressed and are re- 
ported as audit coverage It would be highly unreallstlc--and In contra- 
diction to accepted professional practice --to follow that which GAO seems 
to be advacatIng, 1 e , to report the amount of selective testing at each 

' control point To follow that prlnclple could be very misleading in reporting 
to management For example assume that there are five control points and 
that the extent of coverage successively at each point 1s 50 percent, 40 per- 
cent, 30 percent, 20 percent, and 10 percent of the total program segment, 
or a total of 150 percent of the dollar value of the unit selected for audit 
If the latter 1s $1 rmlllon, the reported coverage would be $1 5 rmlllon, or 
$ 5 million more than the amount included In the program segment 

[See GAO note on page 71 ] 
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pages 14, 15, and 16, of these comments have been deleted because they 
are not pertment to matters discussed m this report] 
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ASSISTANT SECRETARY OF Btb%NSE 
WASHINGTON, D C Sdadl 

NSTALLATIONS AND LOGISTICS 

TP 
8 APR 67 

Mr Oye V Stovall 
Director 
International Dlvlslon 
Unlted States General 

Accounting Office 
Washington, D C 20548 

Dear Mr Stovall 

This refers to your letter of February 27, 1967, to the Secretary of 
Defense which forwarded copses of your draft report to the Congress 
titled, "Survey of the Management and Operation of the Commexclal 
Import Program for Vietnam" (OSD Case # 2566) 

The dlscusslon on pages 7-12 1s generally fair and accurate While 
there have been many estxnates of the magnitude of the various infla- 
tlonary and deflationary factors, the figures shown in this draft report 
are within the range of other estimates made during the past three or 
four months However, there 1s a slight mls-emphasis on page 11, where 
the xmpresslon 1s given that inflationary gap and spending levels were 
set arbitrarily and a required level of Imports was then generated 
Actually, the spending levels proposed for CY 1967 were to some extent 
tailored to the level of imports which it was thought could be gotten 
through the crowded Vietnamese ports. 'l%e level of imports was not 
Just a residual number calculated after all other programs were deter- 
mined (The general spirit of this comment has been communrcated to AID 
and they have no ObJections ) 

The USAID reservations to the use of MSTS (page 24) were apparently 
expressed before any shipments were handled under the DoD/AID ai,reLment 
Recent dlscusslons with AID/Washington representatives revealed that as 
a result of actual ezperlence under this agreement they have no reserva- 
tions concerning the use of MSTS or the U S Army's local transportation 
system in Vietnam 
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Tins reply has been made pmor to the receipt of comments from the 
Commander m Chief, Paclflc When he provides addltlonal mfortnatlon, 
you will be adnsed 

We apprecxate this opportumty to comment on your report. 

Smcerely, 
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-ALlAlIONS AND LOGISTICS 

TP 

OFFICE OF THE ASSISTANT SECRETARY OF DEFENSE 
WASHINGTON, b C 20301 

27 APR 67 

Mr. Oye V Stovall 
Director 
International Dlvlslon 
United States General 

Accounting Offlee 
Washington, D C 20548 

Dear Mr Stovall 

!&IS supplements our reply of April 8, 1967, to your letter of February 27, 
1967, which forwarded copies of the draft report tltled "Survey of the 
Management and Operation of the Commercial Import Program for Vietnam" 
(OSD Case # 2566) 

The use of clvlllan contractor vehscles to provide local Inland trans- 
po~tatlon (page 24), 1s lImited to those areas that are reasonably secure 
and when adequate management controls can be exercised In all areas, the 
U S rrnlltary secures U S AID sponsored cargo In the same manner as 
rmlltary cargo and 1s taking the following measures to provide security 
for this cargo 

a Security cargo (e g , ammunltlon, weapons, medical, mall, post 
exchange, etc ,) 1s escorted by mllltary police patrols 

b Palletlzed or boxed cargo 1s banded to the bed of the vehicle to 
add to the security and safety of the cargo 

C Predesignated truck routes are established to facllltate the 
control of cargo shipment from ports to maJor destlnatlons 

Smce warehouse space 1s at a prermum, the number of barges under load on 
the Saigon River (paragraph 2, page 42) 1s not expected to decrease 
materially, even upon completion of the proJected construction It would 
therefore appear that the age of the cargo In. barges, rather than the 
number of barges under load, would be a better index of the barge sltuatlon 
Bew barge discharge sites now under construction ~111 provide for Increased 
cargo throughput with an attendant reduction In the age of the cargo Also, 
USAID and the M?Lltary Assistance Command, Vietnam, are taking steps to 
encourage stevedores and the Vietnam port director to load more bulk cargo 
and less general cargo Into barges, which ~111 simplify the pickup of cargo 
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by importers 

The following tabulations provide xG?ormatlon for updatlng paragraph 3 on 
pages 42 - 43 

Age af Cargo In Warehouses 
(Commercial and CIP Combmed) 

As of 3 March Short Tons Percentages 

l- 30 days 
E - - 60 90 days 

days 
91 - 120 days 
over 120 days 

13,533 
4,672 

623 
398 

Total & I 

69 
24 

3 
2 
2 

As of 3 March 

In Port (Working) 
Waltlng 
Holding 

Cammercxal Ship Status 

NO 

Total 

18 
14 

4 
3 

100 

Short Tons 

57,022 
48,045 

&g 7 

With regard to warehouse tariffs and barge rentals (paragraph 3, pages 
44 - 45), the new port tariff became effective January 1, 1967. The more 
severe rates now In effect for tra.nslt sheds and the higher berth rates 
should encourage faster movement of cargo Also, slmpllfled customs pro- 
cedures have been placed In effect and are being further refined to provide 
for customs clearance from barge manifests 

Contlnued tralnlng In cargo discharge, handling methods, and equipment 
maintenance 1s being conducted by advxsory personnel and equipment shortage5 
are being reduced to relieve pressure on the Saigon port resulting from the 
factors dxcussed In paragraph 7, page 45 

The first deep draft berth at Newport (paragraph 8, page 45) became 
operational, ahead of schedule, on January 28, 1967 It is anticipated 
that berths K8, Kg, and KlO ~~11 be returned to clvlllan control At 
present, K8 3-s being used by the commercial sector and only occasxonally 
are ships with rmlltary cargo berthed there, We anticipate that Kg can be 
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returned to commercial use this month after a second deep draft berth 1s 
obtalned at flewport. Also, we expect that Berth 10 will be released by 
September 1967 upon completion of Quay 4 at Newport If It 1s not needed 
for increased USAID sponsored cargo handled by the mllltary and there 1s 
no slgnlflcant addltlonal buildup of mllltary forces 

Phase I of the Saigon Port improvement program (paragraph 2, pages 47 - 48) 
encompasses 25 proJects in such areas as clvlc actlon, port admlnlstratlon, 
securrty, operations, and public works Fifty percent of these proJects 
have been completed and the remainder should be completed by September 1967 
Upon completion of these Phase I proJects the ObJectlve of developing an 
effective terminal operation will have been achieved Phase II will Include, 
but not be llmlted to, economic analysis, flnanclal management, operations 
plans, englneerlng plans, adrmnistratlon, executive tralnlng, and pro- 
motional actlvlties 

Sincerely, 
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Era Irv%ne M, Crawford 
Assistant Dfrector, Crvil Accounting 

and Audzthg Division 
Ceneraf Accounting Offfce 
clsp, Isuifdfng, Room G-44 
Washington, D, C, 20405 

Dear Mr, Crawford8 

Reference 9s made to your letter of February 28, 1967, enclosing for 
our revfew copfes of your draft report on a "Survey of the Management 
znd Operation of the Commereiaf Import Program for Vietnam; Department 
of State, Agency for International Development, and Department of 
Def ensern 

While the entfre report has been revfewed, special attent%on has been 
dfrected to those sections speciffcalfy related to the operations of 
the General Services AdmfnIstrationc SSnce the time the material far 
your draft report was prepared, there have been some significant 
developments in connection with specific commodftfes, For your in- 
formation these actions are summarized on a commodity basis8 

Galvanized Iron Sheeta After resofutlon of various specifications 
problems, award was made on February 3, X967$ at very favorable 
prices for 20,000 metric tons to be available for inspection by 
April 6, Of this quantity 4400 metrrc tons are at port and 
scheduled for loading v-la M%l%tary Sea Transport Service (MST@ 
on March 22, It is anticipated that the balance will be within 
the contract terms0 

Fertilizer: All materLa1 has now arrived at Saigon* 

Newsprintr The first shipment of this material was made on 
January 17, the final shipment went forward on February 22, and 
the entire 4000 metric tons should have arrfved by March 209 1967s 
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A subsequent award was made as a result of competitive negotiation 
on Februaxy 21 covering 6000 metric tons& Two thousand metxio 
tons are scheduled for shipment via MSTS on March 28, with t-he 
balance avaUable by April 24& This covers AID's estimated xe- 
quixements through July 1967, 

White Cementt Contrary to the report, this xequfrement was 
formally advertised and bids were opened on January 16; 1967, 
However, on March 16 AID canoelled the requirement and this 
purchase will not be made& 

Tinplater This material was shipped via MSTS on January 16, 1967, 
and should have arrived at Saigon appxoximately by February 19, 
Bids wexe opened on March 3.5, 1967 fox an additional requirement 
of 5007 metxic tons and axe now being evaluated, 

Jute Bagst No requirements for jute bags have been received* 

Ricer No requirements fox rllce have been received. 

Short lead times and specification and funding problems still present 
difficulties with respect to providing timely deliverEesp particularly 
when formal advertising pxoaedures are used, Competitive negotiation 
appears to be the most advantageous method of pxocuxement under th3ls 
program as now operated by AID, 

We feel strongly that GSA is in a positEon to make a genuine contribution 
to the success of the Commercial Import Programs Specialists with many 
years of training in the various aspects of supply management, including 
specification preparation, procurement, quality control, and transporr 
tation, are avaflable to participate to the extent xequired in connect%on 
with specific commoditiesa Through use of these skills+ we axe confi- 
dent that it will. be possible to provide timely delivery of merchandise 
of known quality at advantageous price& It is, therefore, our xec- 
ommendation that the program for GSA participation be progressively 
expanded and we axe working and will oontinue to work closely with AID 
toward this endo 

Sinoexely yOu.rsb 
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EXCERPTS FROM 

GENERAL ACCOUNTING OFFICE REPORT 

TO THE CONGRESS ENTITLED 

REVIEW OF AUDIT AND INSPECTION PROGRAMS CONDUCTED BY 

UNITED STATES AGENCIES IN VIET NAM DURING 1966 

(B-159451, MAY 4, 1967) 

**** 

Misslon audits 

In our previous survey report, we showed that (1) the Mission audit 
staff had Issued nine reports on the CIP since July 1, 1964, (2) seven au- 
dits were in process as of March 1966,1 and (3) the reports and audits In 
process were not addressed to the complete range of key points in the com- 
mercial import cycle from the requirement determination and llcenslng of 
importers through arrival, delivery, sale, and use, nor were they repre- 
sentative of a reasonable testing of the effectiveness of management con- 
trol of the program 

During the period January 1, 1966, to January 31, 1967, the Mission 
Audit Branch issued 25 reports relating to the commercial Import program. 
Our review of these reports showed that six had resulted from audits of a 
substantive nature, 1 e , audits dealing with program segments of signifl- 
cant monetary value or audits requlrsng a substantial amount of audit ef- 
fort The other 19 reports pertalned to llmlted audits, 1 e , audits 
dealing with relatively low value segments not requiring substantial au- 
dit effort Of these 19 reports, 16 resulted from audits made pursuant to 
special requests by erther AID/Washington or other AID offices 

The six substantive audits, the limited audits, and the audits in 
process are drscussed in the following paragraphs 

1 These seven audit reports were issued by February 28, 1967 
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Substantive audits completed 

1. SZlver nltrate 

The Mlssion Audrt Branch, on June 8, 1966, issued a report as a result 
of Its end-use examlnatlon of sliver nrtrate Imported Into Viet Nam under 
the CIP during fiscal years 1964 through 1966 This audit, requested by 
the AID/Washq@.on Inspections and Investigations Staff (IIS), was con- 
ducted during February, March, and April, 1966, and it Involved about 184 
man-days of audit effort The Mlsslon's Office of the AssIstant Drrector 
for Specral ProJects (ADSP) participated In the audit 

The primary obJectlve of the audit was to determine the use of sliver 
nitrate imported under the CIP, with specral emphasis on ascertajnlng 
whether thus commodity was being used Improperly for the extractIon of 
silver or In the manufacturing of explosives. Audit work was conflned to 
the Saigon area, however, extensrve audrt effort was expended In reviewing 
applrcable records of the Mrssron, the CVN, rmporters, wholesalers, re- 
tailers, and end-users 

Of a total of 13,568 kllograms of srlver nitrate, valued at $408,346, 
imported under the CIP during fiscal years 1964 through 1966, end-use ex- 
aminations were made of 7,315 kllograms, valued at $220,139, or about 54 
percent of the total imported. These examlnatlons, conducted at 48 end- 
user locatlons, showed that at least 1,349 kllograms of sliver nitrate, 
or about 18 percent of the amount examined, had been used for extraction 
of srlver to be used In manufacturing Jewelry No evidence was found that 
sliver nltrate had been used In the maklng of explosives On the basis of 
these flndlngs, AID/Washington took the following actions 

1 Notlfled supplIers In March 1966 to stop shipments of sliver nl- 
trate to Vlet Nam and to cancel orders with manufacturers 

2. Notlfled steamshlp companies carrying AID-financed shipments of 
silver nrtrate to accept no further shipments and to return to the 
United States all shipments en route to Vlet Nam 

3 Ellmlnated silver nltrate from the list of commodltles ellglble for 
frnanclng under the CIP for Vlet Nam 

Shrpments and orders totaling 45,038 kilograms of silver nltrate, costing 
$1,364,217, were canceled by these actlons 

2, Lathes 

Ihe audit concerning metal-working lathes Imported into Vlet Nam from 
Taiwan and Pakistan under the CIP during calendar years 1964 and 1965 was 
performed by the MIssIon Audit Branch during the perrod January through 
April 1966 Th1.s audit involved 250 man-days of audit effort and had been 
requested by a representative of the IIS after he and a representative of 
the Mlssion Controller's offlce had noted, at the Port of Saigon, a lathe 
imported under the CIP, which appeared to be In an unsatisfactory condi- 
tlon. 
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The pll-nary obJectlve of the audit was to determlne whether lathes 
ordered duzlng 1964 and 1965 had been received, had met speclflcatlons, ant 
had been properly utlllzed Audit work In Vlet Nam was confined to the 

I Saigon area, however, work was also done In Taiwan where records of sup- 
pliers and agents were examined, manufacture of lathes was observed, and 
completed lathes were Inspected In Saigon, the auditors examined appll- 
cable records at the Mlsslon and at the offices of selected Importers, 
agents, and end-users The report on this audit was Issued on June 30, 
1966, and lndlcated that extensive audit work had been done 

During calendar years 1964 and 1965, the GVN issued 179 Import ll- 
tenses for AID-financed lathes from Taiwan and Pakistan As a result, 
1,248 metal-working lathes, costing $658,392, were imported Into Vlet Nam 

"AID's review of these lzcenses, examlnatron of related documents, and 
inspection of lathes In Vlet Nam and Taiwan revealed that 

, 

1 Many of the Imported lathes were of substandard quality and/or 
equipped with motors which were not proper for use In Vlet Nam 

2 At least one Talwanese exporter and two Talwanese unlicensed man- 
ufacturers had exported to Vlet Nam substandard copies of a well- 
known brand of lathes manufactured In Taiwan 

3 Import licenses Issued by the GVN did not contain adequate specl- 
flcatlons for the lathes to be imported 

4 The lathes had not been marked with the AID emblem as required 

5 Import licenses had been issued In such a manner as to allow clr- 
cumventlon of the "Small Business" provrslon of AID Regulation 1 

6 Portions of the AID-financed commlsslons paid by suppllers to 
sales agents were subsequently paid to importers or their agents 
but were not deducted from the sales prices as they should have 
been 

The audit staff also found that effective statlstlcal studies or ac- 
curate surveys had not been made by AID to determlne whether there was an 
actual economic need for the lathes rn Vlet Nam The GVN at AID's re- 
quest suspended, on January 27, 1966, the issuance of licenses for the 
lmportatlon of lathes from Taiwan and Pakistan, 

Because the audit had disclosed possible fraud and widespread vlola- 
tlons of AlD Regulation 1 in the Import of lathes from Taiwan, the MIS- 
slon Audit Branch furnished detailed lnformatlon, developed during the 
audit, to the IIS on March 29, 1966, for further lnvestlgatlon The MIS- 
slon Audit Branch recommended In Its report that 

1 The Mlsslon's Commercial Import Dlvlslon (CID) take actlon through 
the GVN Director of Commercial Ald to ensure that complete specs- 
flcatlons and descrlptrons are Included In all Import licenses ln- 
volvlng AID-financed commodltles and that posltlve controls are 
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established to preclude any posslblllty of clrcumventlon of the AID 
Regulation 1 "Small Business" provlslon 

2 The CID determlne, on a case-by-case basis, prior to the Issuance 
of licenses that there 1s adequate justlflcatlon for any future 
Imports of AID-financed lathes Into Vlet Nam 

3 The CID, In cooperation with the Assistant Directors for Financial 
Management and Special ProJects, review the audit frndlngs and take 
appropriate actlon to ensure that suppllers and Importers who have 
serrously vlolated AID regufatlons are not permltted to partlclpate 
in AID-financed commodity import programs In the future 

We were advlsed that eight Talwanese supplrers and four Vietnamese lmport- 
ers were suspended from further partlclpatlon in AID programs, 

'lhe audit staff concluded that, because the Imported lathes did not 
conform to the descrlptlons in the lmplementlng documents, the "Ellglbil- 
lty of Commodltles" provlslon of AID Regulation 1 had been violated and 
therefore the lathes were lnelrglble for AID financing. A claim for re- 
fund from the GVN for the entire cost of the 1,248 lathes, $658,392, was 
made on July 22, 1966 At the completion of our review, the GVN had not 
yet made the refund. iL* 

LT 
3. Pharmaceuticals u 

On August 5, 1966, the MIssIon Audit Branch issued a report on its 
end-use examlnatlon of pharmaceuticals Imported Into Vret Nam under the 
CIP during fiscal years 1960 through 1964. The audit, which was con- 
ducted during November and December 1965 and which involved 254 man-days 
of audit effort, was lnltlated as a regularly scheduled audit and not as a 
result of a request from AID/Washington or Mlssion operating offlclals 
The prlnclpal ObJective of the audit was to determlne whether the pharma- 
ceuticals had been received and properly utilized. Audit work included a 
review of records and procedures at the Mlsslon, GVN ministries:' and of- 
fices of Importers and retailers In Saigon 

Of the total of $42.4 mllllon worth of pharmaceuticals imported under 
the CIP during fiscal years 1960 through 1964, the auditors attempted to 
examine the end-use of commodltles costing more than $1 3 mlllion They 
found that 

1 Many Importers had falled to maintain adequate records although 
required to do so by AID Regulation 1 and that, as a result, sat- 
isfactory end-use examlnatlon of commodltses costing $179,980 was 
precluded. 

2. One importer had reexported pharmaceuticals, costing $3,110, to 
Laos without AID authority, thus violating AID Regulation 1 

3. AID procedures did not provide adequate guidellnes to prevent im- 
porters and retailers from realizing excessive profits from 
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pharmaceutical samples, valued at about $9,000, which had been In- 
voiced at a cost of about $273. 

4 AID had made funds avallable for the import of pharmaceuticals un- 
der the CIP wlthout detalled knowledge of the requirements for 
these commodltles In Vlet Ram 

5 AID had pald about $3,713 for 952 boxes of Penlclllln G Potassium 
whrch had not been received 

6 Pentclllln G Potassrum tablets for which AID had pald $70,620 had 
been declared unsuitable for sale by the GVN 

7 AID had apparently been overcharged about $1,200 for pharmaceutl- 
cals 

The audit report pertalnlng to this review of pharmaceuticals con- 
tanned only one recommendation, that AID/Washington review and provide ap- 
proprlate guldellnes concerning AID flnanclng of pharmaceutical samples 
Also, on the basis of the findings In the audit, a refund was requested 
from the GVN for $86,960 of the $179,980 worth of pharmaceuticals for whlcl 
Importers had not malntalned adequate records The remalnlng $93,020 was 
no longer SubJect to a refund claim since the date of AID disbursement 
was beyond the 5-year time-llmltatlon period prescribed In AID Regulation1 
The 5-year time llmltatlon had also expired for the goods which had been 
reexported to Laos, and therefore a refund claim for the cost of these 
commodltles could not be made 

The audit report states that AID management was aware of, and was 
taking actron concerning, the need for detalled knowledge as to the re- 
quirements for pharmaceutrcals rn Vret Nam At the time the audit report 
was published, some of these transactions were still under lnvestrgatlon 
by the IIS 

4 Textiles 

On August 26, 1966, the Mlsslon Audit Branch issued a report on Its 
audit concerning textrles imported under the CIP during fiscal years 1964 
and 1965 The audit was confined to the Saigon area and was performed 
during April, May, and June, 1966, and Involved 92 man-days of audit ef- 
fort. 

The audit covered $4 2 mllllon, or 53 percent of the total of 
$7 8 mllllon worth of textiles imported with AID flnanclng during fiscal 
years 1964 and 1965. The Mission auditors examined arrrval records main- 
tained at GVN Customs office for all 20 of the rmporters--11 weaving mill 
factories and 9 wholesalers. The auditors verlfled the receipt and usage 
of textiles totaling about $1.3 mllllon at 1 of the 11 weaving ml11 fac- 
tories 

The nine wholesalers of the linen and sultlng fabrics sold the fab- 
rics to five cooperatives and 61 primary dlstrlbutlon centers, which In 
turn sold them to the final end-users The Mlsslon auditors vlslted five 
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cooperatrves and 30 primary dlstrlbutlon centers. They attended sales ln 
progress and Inspected records and pertrnent data on file at the coopera- 
tives and dlstributlon centers 

The auditors concluded that the GVN procedures and controls were sat- 
isfactory and that textiles had been received In Vlet Nam and properly 
utilized 

5. Petroleum products 

On January 31, 1967, the Misslon Audit Branch issued a report on Its 
examination of petroleum products imported under the CIP during fiscal 
years 1964 through 1966 This audit resulted from requests for an end-use 
examjnatlon by the IIS and the Assistant Dlrector for Special ProJects, and 
it was conducted during the period October to December 1966 and involved 
135 man-days of audit effort The audit related to the entire $31 6 mll- 
lion worth of petroleum products imported under the CIP In fiscal years 
1964 through 1966 The auditors reviewed the AID procurement authoriza- 
tions, import licenses, arrival records, and importers' inventory and dis- 
tribution records They vlslted the office and storage faclllties of the 
three importers and examined pertinent records In addition, the auditors 
tested receipts of petroleum products at the end-user level in Saigon 

The auditors found that 

1 AID had billed and the GVN had deposited counterpart funds for the 
petroleum products imported 

2 Prices paid by the importers were proper 

3 Freight costs for commodltles shipped in non-united States-flag 
vessels had not been financed by AID 

4 The petroleum products had arrived In Viet Nam 

5 The quality of the commodltles was In accordance with speciflca- 
tions 

6 AID marking requirements had been complled with 

7 The commodltles had been sold to legltrmate customers at GVN- 
regulated prices 

8 There were no lndicatlons of diversion or Improper use 

They found also that there were no AID policy or guldellnes prescrlblng 
an allowable rn-transit loss percentage for bulk shipments of petroleum 
products and that all importers were not consistent In requesting price 
adJustments from their suppliers for losses which they considered greater 
than normal. The Mission Audit Branch therefore recommended In Its re- 
port that (1) AID/Washington determine an allowable loss factor for in- 
transrt losses of bulk shipments above which importers must file 
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adlustment claims and (2) the Mlsslon, after being advised by AID/Washing- 
ton of this allowable loss factor, require the Importers to file claims 
for price adJustments when in-transit losses exceed this factor 

6 Sugar 

On January 31, 1967, the MIssIon Audit Branch Issued a report dealing 
with its examlnatlon of SIX shipments of raw and refined sugar, totaling 
46,529 metric tons and valued at $3,788,623, Imported during the perrod 
April 1905 to February 1966 from Taiwan, Thalland, and India under the 
CIP The audit, performed at the request of the Mlsslon Drrector, was 
conducted prlnclpally during the period February through June 1966, and 
It involved 116 man-days of audit effort AddItional vlslts to the prln- 
clpal importer's refinery were made In September and October 1966 

The obJectives of the audit were to determlne the propriety of the 
procurement, receipt, and flnal utllrzatlon of this sugar The auditors 
evaluated the acceptablllty of the amounts of refined sugar produced from 
the Imported raw sugar and were concerned with possible unjustlfled stock- 
plllng, unauthorized dlverslons, black marketing, clrcumventlon of Office 
of Small Business reporting requirements, and AID marking requirements. 

The audit work, which was performed In the Saigon area, included a 
review of procurement documentation, records relating to the offloading, 
llghtering, and warehousing of the sugar, and inventory and production 
records of refineries. Also, visits were made perlodlcally to authorized 
retail sales outlets, independent market stall proprietors, and wholesale 
end-users to analyze the avallablllty of sugar in the economy and to de- 
termlne whether retall prices were excessive In comparison with official 
prices prescribed by the GVN 

The audit revealed that the GVN-owned sugar refinery was not account- 
lng for sugar recovered from bags which were torn or broken during vessel 
and lighter dlscharglng and warehousing operations It was estimated that 
about 212 metric tons, 
the GVN refinery, 

or 0 7 percent of the total raw sugar imported by 
had been recovered but not entered In the inventory or 

production records. The Mlssion Audit Branch recommended in its report 
that the MIssIon request GVN officials to lnltlate procedures to account 
for all quantities of AID-financed sugar. 

Except for the foregoing matter, the Mlsslon Audit Branch concluded 
that the sugar lmportatlon program was being conducted satlsfactorlly 
The auditors found that 

1 The raw sugar received was in accord with the quality contracted 
for 

2 The lnvolced amountsofthe shipments were correct, or the lm- 
porter had flied claims for losses 

3 An acceptable quantity of refined sugar was being produced from 
the raw sugar imported 
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4 AID marklng requirements had been complred with 

5 AID had Installed a mechanzed arrival accounting system which 
would provide a basis for ldentlflcatlon and follow-up of suppllers 
who had not furnished all the required documentation relating to 
sugar Imports. 

6. The retall market price for sugar was not greatly In excess of the 
GVN official price 

7 The Mission was aware of the need for constant market surveys to 
ensure that Imports funded by AID were In accord with commodity re- 
quirements, and it was making perlodlc studies to determine the 
proper course of action to ellmlnate proflteerlng and slmllar 
abuses, 

Limited audits comnleted 

1966, 
The 19 reports on llmlted audits issued during the period January 1, 

through January 31, 1967, Included 16 reports on end-use examlnatlons 
of commodltles having a total cost of about $945,000 All of these end- 
else examlnatlons, which required a total of 373 man-days of audit effort, 
lad been requested by AID/Washington and/or other offlces of the Mission 
and often were limited to specific shipments or importers Only two of 
these reports contalned recommendations for management and, In both cases, 
the recommendations were that AID review the need In Vlet Nam for the com- 
modltles examined and determine the extent to which AID should continue 
to finance these commodltles 

lhe other three llmlted audits involved 188 man-days of audit effort 
and pertained to (1) a follow-up review of a previous audit to determlne 
whether suspended Importers of iron and steel products should be rein- 
stated for further partlclpatlon In AID-financed commodity Import pro- 
grams, (2) a review to determlne whether AID-financed CIP commodltles In 
one Saigon warehouse had remained In storage under the control of GVN 
Customs for longer than the allowable go-day period, and (3) a review of 
GVN records to obtain lnformatlon needed to update AID records related to 
amounts owed to the counterpart account by Importers, for surtaxes on CIP 
commodrtles for which licenses had been Issued but which had not cleared 
customs at January 1, 1962 

Audits in process 

The Mlsslon Audit Branch had 28 audits in process at December 31, 
1966, of which 22 involved end-use examlnatlons of CIP commodltles having 
a reported audit coverage value of about $79 8 mllllon Some of the com- 
modltles involved In the more substantive of these audits In process, as 
reported by the Mission, are listed on the following page and are dis- 
cussed in the following paragraphs 
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Commodity 

Value of 
audit 

coverage 
(millions_) 

Tlnplate $90 
Iron and steel products 3.0 
Trucks and buses 12 s 
Tires and tubes 10 1 
Textile machinery 17 
Paper and paper products 35 
Non-metallic minerals and products 27.0 
Food products machinery 11 
Non-ferrous metals and products 83 

Total $76.2 

Informatlon concerning the dollar value of audit coverage 1s maln- 
tanned and reported monthly by the Mrsslon for the purpose of keeping top 
AID offlcrals, and other Interested parties, apprised of the extent of sur- 
veillance exercised by the Mrsslon Audit Branch over programs under the AL 
Mlsslon's admlnlstratlve control, Thus, by relating the extent of audit 
coverage to the nature and magnrtude of deflclencles drsclosed during such 
examinations, It 1s possible to broadly, if roughly, evaluate the manner I 
which a program 1s operatrng. 

In reporting the value of audit coverage, however, the Mlsslon Audit 
Branch generally assigns a value based on the overall value of the program 
segment, e.g , commodity under review rather than in terms of the coverage 
of the particular control points accorded selective testing As such, It 
LS our oplnlon that the M1sslonts manner of reporting Its dollar value of 
audit coverage may mislead persons not intimately familiar with Its report- 
ing practices. However, we noted an lncreaslng effort to fully disclose 
the extent of audit coverage In the zndlvldual audit reports 

1. Tlnplate 

During July and August 1966, the Mlsslon Audit Branch had conducted a7 
xudlt of AID-financed tlnplate Imported into Viet Nam under the CIP during 
the period January 1, 1965, to July 31, 1966 At December 31, 1966, there 
had been 87 man-days expended on this audit This audit was undertaken lr 
compliance with a request by the Mission's Assistant Director for Special 
ProJects whose staff had noted rusted and damaged tlnplate in the port at 
Saigon, which appeared to have been there for long periods of time 

A13 the audit work was performed an the Saigon area, and it included 
the review of records at the Msasisn and the GVN Ministry of Economy. Vie 
Its were made to 12 importers whose dollar allocations, $3.5 million, rep- 
resented about 40 percent of the total of about $9 million worth of tlnpla 
import licenses issued to 108 importers between January 1965 and July 1966 
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About $1 8 mrlllon worth of the tlnplate to be imported by the 12 zm- 
porters had actually arraved In Viet Nam. The auditors observed about 
$48,000 worth of the commodity at the port, and, from their review of rm- 
porters' records at their respective Saigon offlces, they found that goods 
valued at about $31,000 had been sold and that about $9,000 worth was still 
~7 Inventory. About $1 6 mllllon worth of the tsnplate was Imported by 
four maJor end-users. Visual observation of the end use of this tlnplate 
was not made, since, according to the auditor In charge of the examlnatlon, 
most of It w&s at locations which were insecure because of Vlet Gong shell- 
ing In the area at the time of the audit. Records of these maJor end-users 
were revlewed at their Saigon offices for the purpose of establlshlng and 
verifying the tinplate requirements for their operations. 

The draft audit report on this examlnatlon stated that trnplate re- 
celved at the port at Saigon had been haphazardly handled and stored and 
had been scattered throughout the port area and that, as a result, some of 
It was rusted or damaged. Tlnplate had been abandoned by Importers because 
of Its deteriorated condltlon or because It would be too dlffrcult to pick 
up their shipments from the huge piles strewn about the port. The report 
concludes that these condltlons were caused by two factors (1) long ex- 
posure to the elements while the tlnplate was temporarily stored on barges 
and Junks awaitlng discharge to the dock and while the lengthy customs 
clearance procedures were In process and (2) negligent handling by port 
stevedores. 

The draft report contained proposals that the Mlsslon, In conJunctlon 
with the GVN, take actlon (1) to have all the abandoned tinplate disposed 
of at auction and removed from the port and (2) to regulate the unloading 
of tlnplate by the stevedores to ellmlnate faulty handling and storage. 
The report further proposed that the Mlsslon consider making a study of 
the various grades of tlnplate for the purpose of ellmlnatlng from the 
list of commodltles ellglble for AID-flnanclng those grades most suscep- 
tible to deterloratlon from local cllmatlc condltlons At the time of our 
review, th1.s draft report was being revrewed in the Mlsslon Audit Branch. 

2. Iron and steel mill products 

During the period July to December 1966, the Mlsslon Audit. Branch 
conducted an end-use examination of AID-financed iron and steel products 
imported into V-Let Nam under the CIP by two Vietnamese Importers. At De- 
cember 31, 1966, there had been 155 man-days expended on this audit, The 
audit was performed U-I compliance with requests from the Mlsslon's Office 
of the Assistant Director for Special ProJects The report on this audit 
was Issued on February 28, 1967. 

The examlnatlon included a selective review of over 300 Import ll- 
tenses, valued at approximately $3 5 mllllon, pertalnlng to Iron and steel 
products licensed for import by two importers during the perrod December 
1964 through July 1966. The Importer cards on file at the GVN Ministry of 
National Economy and Finance were revlewed, and the auditors extracted 
certain data for conflrmatlon with Importers records Procurement docu- 
mentatlon, import licenses, and-suppliers' lnvolces and arrival records 
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were examrned. Importers' sales were traced to the records of the lnltral 
purchasers and to the sales records of the wholesalers and retailers for 
conflrmatlon with the end-users for commodltles valued at $0.4 mllllon 

Import licenses were examined to determlne compliance with the Offlce 
of Small Business procurement regulrements and to determlne whether commoo 
ltles procured were ellglble for AID flnanclng. 

The auditors were precluded from making end-use checks In many in- 
stances because wholesalers and retailers had not malntalned records and 
documentatron In accordance with GVN regulations to support their purchase- 
from importers and sales to end-users. Of 68 wholesalers and retailers 
vlslted, 48 could not produce the required records and documentation to 
support their purchases from importers and the subsequent sales to end- 
users, relating to CIP commodltles valued at $205,000 At the time of our 
review, the Mission was processing a claim for refund of this amount from 
the GVN. The audit report proposed that the Mission request the GVN to 
advise the lmportlng community, including wholesalers and retailers, to 
comply with the provlslons of AID Regulation 1 which requires that ade- 
quate records be malntalned for a 5-year period on all commodltles finance 
by AID. Because of the high rate of recordkeeping deflclencles noted, the 
Mlsslon Audit Branch 1s performing addItIona audit work In this area 

The auditors found that 32 licenses having a total value of $505,208 
(or an average value of $15,788 each) had not been reported to the Offlce 
of Small Business. 

3. Trucks and buses 

During August 1966, the Mzsslon Audit Branch began an end-use examl- 
nation of trucks and buses imported into Vlet Nam during the period 
July 1, 1964 through June 30, 1966. At December 31, 1966, there had been 
about 168 man-days of audit effort expended on this audit. This audit was 
undertaken rn compliance with a request by the Mission's AssIstant Dlrectc 
for Special ProJects, who was concerned about the posslblllty of the di- 
version of the trucks and buses to the Vlet Gong, The obJectlves of the 
examlnatlon were to determine whether the trucks and buses lrcensed under 
the CTP had been received In Vlet Nam and properly utilized. 

The audit showed that 3,199 trucks and buses, valued at about 
$17 millron, had been imported during the period covered by the audit. Of 
the 1,466 trucks and buses, valued at about $8 mllllon, selected by the 
auditors as a representative sample, it was found that 652 units had been 
sold By conducting lntervlews with 76 end-users, the auditors verlfled 
the dlsposltlon of 144 of the 652 units, 
sually inspected 

55 of the 144 units had been VI- 
The end-use examlnatlon was made in the Saigon area. 

4. Tires and tubes 

During the period August 8 to December 31, 1966, the Mlsslon Audit 
Branch conducted an audit of tires and tubes imported into Vlet Nam under 
the CIP during fiscal year 1965 At December 1966, there had been 98 man- 
days of audit effort expended on this audit. The ObJectlves of this 
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zudlt were-to determlne the Importers' receipt and dlsposltlon of the com- 
-odltles, whether records of rmporters' customers agreed with those of the 
,mporters, and whether end use had been proper. All audit work was per- 
Zormed In the Saigon area, and rt included reviews of records at the Mls- 
:lon and at offlces of 20 Importers, 9 retailers, and 19 end-users 

Of a total of more than $4.4 mllllon worth of procurement authorlza- 
tlons (PAS) Issued for rmportatlon of tires and tubes during the period un- 
&er review, the audators reviewed licenses, totaling about $1 8 million, 
issued for commodltzes funded under four PAS for fiscal year 1965. The 
review included a test of 110 shipments of tires and tubes. Actual end-use 
*erlflcatlon was performed 1.n connection with commodltles valued at about 
;187,000. 

The auditors found that the commodltles reviewed had been procured In 
accordance with provLslons of the applicable PAS and AID regulatsons 
They determined that, generally, the records maintained by the importers' 
customers were adequate and that the tires and tubes sold were purchased 
my owners of buses and trucks operating between Saigon and the provinces 
Zhe auditors noted 1.n one instance that a retailer sold tires and tubes to 
an end-user through an unlicensed middleman and that this mlddleman had 
charged the end-user a price higher than the offlclal sellrn qrlce estab- 
lashed by the GVN. The draft audit report proposed that the Mlsslon refer 
'IhIs vlolatlon of GVN prlclng regulations to the GVN for appropriate ac- 
tion, At the time of our review, the audit report was In the draft stage. 

5. Textile machinery 

During August 1966, the Mlsslon Audit Branch began an audit of tex- 
tile machinery Imported Into Vlet Nam during fiscal years 1964, 1965, and 
,966. At December 31, 1966, there had been 35 man-days of audit effort 
expended on this assignment which was scheduled as part of the M1sslon's 
Zlscal year 1967 regular audit plan. This audit will include a review of 
at least 37 importers' licenses and records coverlng receipt, storage, and 
zale of machinery valued at about $1 3 mllllon 

A total of about $3.6 mllllon had been obligated under four procure- 
yent authorlzatlons Issued for this commodity during the period being re- 
lewed, Disbursements as of December 31, 1966, totaled about $2 8 mllllon. 

=t the trme of our review, 10 importers of machinery, valued at about 
'101,000, had been vlslted, Audit work will be performed in selected pro- 
rlnces as well as In the Saigon area This audit will include a review 

>f end use, however, the extent of the end-use verlflcatrons to be made 
-ad not been determined at the trme of our review 

6. Paper and paper products 

During September 1966, the Mlsslon Audit Branch began an audit, In- 
zludlng end-use examlnatlon of paper and paper products (except newsprint) 
-sported into Vlet Nam under the CIP durrng the period August 1965 through 
'Jy 1966 At December 31, 1966, there had been about 104 man-days of 
-adit effort expended on this assignment. This audit was Initrated as a 
esult of a request from AID/Washington for speclflc lnformatzton on two 
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shrpments of cigarette paper. To attain broader audit coverage, the Mrs 
slon Audit Branch expanded its review to Include two ship cargoes of pap 
and paper products consisting of 265 lndlvldual Imports valued at about 
$415,000. About $4 2 mlllion had been disbursed under three procurement 
authorlzatlons for fiscal year 1966 for paper and paper products. 

The audit Included a review of procurement documentation, import ll- 
tenses, letters of credit, bills OF lading, and lnvolces and Inventory a 
sales records of importers, wholesalers, and retailers At the time of 
our review, vlslts had been made to 41 importers who had received commoc 
ities valued at about $66,400 Verlflcatlons at the end-use level had b_ 
recently completed, but results thereof had not yet been tabulated at th- 
time of our review. 

7. Nonmetallic minerals and products 

During the period October 24, 1966, to the time of our review, the 
MIssion Audit Branch was conducting an examlnatlon of nonmetallic minera- 
and products imported under the CIP during fiscal years 1964 through 196 
At December 31, 1966, there had been about 87 man-days of audit effort e- 
pended on this review. We were informed that the auditors would test-chc 
at the Importer level about $10 mllllon of the total of about $27 mllllo- 
worth of these commodltles imported into Vlet Nam during the period under 
review. We were informed also that the auditors would perform end-use 
checks at about 130 end-users, covering commodltles valued at about 
$3 million. 

At the time of our review, the MIssion Audit Branch was processing 
draft Interim report on this audit. to lnltlate prompt corrective action 
on deflclencles noted to date The draft interim report pertains to the 
examlnatlon of the records and lnventorles of one importer of barter ce- 
ment, the principal commodity included in AID's commodity category of no- 
metallic minerals and products This Importer, one of the two largest 1' 
porters of cement in Vlet Nam, had imported about $5.1 mllllon worth of 
cement during the period under review 

The auditors, In attemptlng to reconcile the importer's inventory 
records with lnformatlon obtained from GVN customs, found that the custo- 
records did not show the actual amounts of cement that had been released 
the Importer. Instead, they showed the total lnvolced amount on which t 
importer was required to pay customs Therefore, the quantity of cement 
actually received and for which the importer was accountable was not de- 
terminable from offlclal records In-transit or other losses, which pur- 
portedly accounted for the difference between the zmporter's records and 
the customs records, could not be verlfled because there was no document= 
tlon for smaller losses clarmed by the importer and documentation on the 
larger losses was questionable. 

The auditors concluded that this sltuatlon could enable unscrupulous 
Importers to divert AID-financed cement. The draft interim report pro- 
posed that the Mlsslon recommend to the GVN that a procedure be estab- 
lished to document and record the quantities and value of all AID-flnancz 
cement actually released to Importers through customs and that the Mlssic 
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request the GVN to enforce more vigorously Its requirement that Importers 
malntaln adequate. documentatron for losses. The audrtors found that ce- 
ment had not been properly marked with the speclflc Procurement Authorlza- 
tion/Procurement Request (PA/PR) number ~1s required As a result the au- 
dltors were unable to assure themselves that proper Inventory control of 
the cement by lot or shipment was maintarned Also, adequate end-use 
checks could not be performed because of this deflclency in the marklng of 
cement bags. The draft 1nterl.m report proposed that, In future barter con- 
tracts, AID/Washington and the Commodity Credit Corporation change the ce- 
ment bag marklng requirements to include a lot or serial number so that 
the cement may be ldentlfled wrth a ship and import license 

8 Food products machinery 

During the period August to November 1966, the MIssIon Audit Branch 
had conducted an end-use examlnatlon of food products machinery Imported 
under the CIP during the period January 1965 through September 1966 At 
December 31, 1966, there had been 68 man-days expended on th1.s examination 
which was performed as part of the Mlsslon Audit Branch planned fiscal 
year 1967 audit coverage of lndustrlal machinery. The obJectlves of this 
examlnatlon were to determine whether the food products machinery 11- 
tensed under the CIP had been received In Vlet Nam and properly utlllzed. 
The commodltles involved in this examlnatlon included beer, soft drink, 
milk and juice bottling machrnery and parts, baking ovens, and ice cream 
and soft drink dispensers Audit work was performed in the Saigon and 
Thu Due areas. 

Of the total of about $1 3 mllllon worth of licenses issued for the 
lmportatlon of this machinery during the period revlewed, the audit cov- 
ered 13 licenses valued at more than $740,000, or about 58 percent of the 
total Issued. Of this amount, It was found that machinery and parts 
valued at about $470,000 had been received in Vlet Nam Actual end-use 
examlnatlon covered commoaltles valued at about $459,000, and the ex- 
amination was made at three producers of bottled goods, two bakeries, one 
restaurant, and one grocery store Commodrtres were also observed at the 
port at Saigon and at the Saigon warehouse of one suppller's local agent. 
This end-use examlnatlon showed that the machinery and parts were,ln gen- 
eral, being utllrzed properly. 

9. Nonferrous metals and products 

During November 1966, the MissIon Audit Branch began an end-use 
examination of nonferrous metals and products imported under the CIP dur- 
ing fiscal years 1964, 1965, and 1966 Audit work on this assignment, 
which 1s one of the Mlss1on's regularly scheduled fiscal year 1967 audits, 
was planned to be performed In the Saigon area and possibly in selected 
provinces. At December 31, 1966, there had been about 6 man-days of audit 
effort expended on this review We were informed that the auditors would 
test-check at the importer level about $5 mlllion of the total of about 
$21 mLlllon worth of these commodstles Imported into Vlet Nam during the 
period under review At the time of our review, auditors had not deter- 
mined the extent of frnal end-use examination that would be performed. 
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10. Review of CIP procedures 

A procedural review of the CIP on which 120 man-days had been ex- 
pended was In process at December 31, 1966. The auditors planned to ex- 
amine the procedures employed by AID and by the GVN in Lmplementlng the 
CIP to determine the extent of compliance with these procedures and to 
evaluate their effectiveness In relation to AID regulations and good ma+- 
agement practices. This audit will include vlslts to Importers to revlc 
the type of records malntalned for control over CIP commodities At the 
completion of our review, the Mission Audit Branch was processing an In- 
terim report resulting from this audit This draft Interim report deal:: 
with the fact that the Mlsslon and the GVW had not taken certain actlone 
required to deobllgate more than $5 mllllon of CIP funds which were no 
longer used for the purpose for which they had been orlginally obllgateL 
We were advlsed that the report would propose that both the Mlsslon and 
the GVN take the necessary actlons to ldentlfy and effect deobllgatlon c 
the unused CIP funds. 

Observations 

In our prior survey report, we reported that the MIssIon audit re- 
ports and audits In process were not addressed to the complete range of 
key points In the commercial import cycle from the requirement determl- 
nation and llcenslng of Importers through arrival, dellvery, sale, and 
use, nor were they representative of a reasonable testing of the effec- 
tiveness of management control of the program. 

We found during our current review that increased audit effort had 
been devoted to examlnlng the primary control facets of the CIP program 

The audits performed by the MIssion Audit Branch varied greatly In 
both breadth and depth of coverage They ranged from reviews of a sing1 
transaction of relatively small monetary value and a single key managemc 
control point In the commercial import cycle to comprehensive reviews lr 
volvlng a number of program segment control points, e.g , llcenslng, de- 
livery, customs clearance to the Importer, and end use. Also, the prln- 
clple of selective testing IS employed, as a general audit rule, partlcL 
larly where audit coverage IS broad or efforts are expended to determlnc 
the receipt and dlsposltlon (1 e., end use> of commodztles Where sever 
control points are Involved rn the audit, adequate coverage of the com- 
plete program segment requires that the selectlon at the frrst and each 
succeeding point be representative of condltlons throughout the entIre 
program segment both as to the values tested and as to the complete spec 
trum of the segment 

We observed that, where audits were performed of large program seg- 
ments lnvolvlng several key management control points, testing generall; 
was applied at the successive control points wlthln the monetary coverag 
selected for the preceding point, In a number of the Mrsslon audits per 
formed, It appeared that there was representative coverage at certain of 
the stages through which transactzons move, e.g., llcenslng, ordering, a 
eilglbllity. It seemed to us, however, that the prlnoiple that selectlc 
for testing at each successive csntrol point be representative of 
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zonditians throughout the program segment was not always observed. The 
znvlronment in which these transactlom occur Indicates that the later 
stages clrf impart trmsactmns are more deservrng of representative cover- 
zge than the earlier and more easily controlled stages 

The coverage of arrivals I.II the port, the clearances through customs, 
Zhe delzvery to rmporters, and the end use generally were on a narrower 
Jasls than for earlzer transactron stages and, II-I our opinion, was not 
representative of the entire program segment reported upon, There is a 
:ong trme span from the lnrtlatron of Import llcenslng through dellvery to 
:he Importer and end use, and audits performed of the arrrval through end- 
Jse stages can deal only wzth the commodltles that have actually reached 
'Ihose stages. Consequently, this often represents only a relatively small 
'art of the total program segment at the time an audrt IS performed. 

Regarding audrts of the commercial Import program whrch involve an 
>lement of commodity end use, thus phase generally consrsted of audit pro- 
zedures designed to determrne rf the Lmporter and/or end-user(s) can ac- 
zount for the commodltles financed under the program. Extent of audit 
--overage relating to end-use examlnatlons during the perlod under review 
-as been llmlted by generally restrrctLng such reviews to the Sargon area 
-nd, in some Instances, conductrng such limited end-use checks that the 
-esults obtarned may not be representative of exlstlng conditrons. 
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AID/Washinpton audits 

In addltlon to the foregolng audits by the Mlsslon Audit Branch, t 
AID/Washington Audit Dlvlslon, Offlce of the Controller, examined, durlr 
1966, the United States economic assistance program In Vlet Nam for the 
period July 1, 1961, to June 30, 1966 Its report issued in October 19: 
and described further on pages 61 to 62 contained several slgnlfrcant 
frndlngs relating to the CIP, as follows 

1 Progress was being made to improve GVN Import llcenslng proce- 
dures However, the Inherent weaknesses In the licensing syste- 
past and presently remarnlng, permit undesirable practices to 
exist--1ncludlng speculatbon, contrived shortages, and windfall 
profits from sales at hrgher than official prices--and handicap 
the effectiveness of the CIP In Vlet Nam 

2 Price-checking procedures wlthln the GVN had not been effective 
There had been a lack of adequate Mission surveillance or revue% 
of the GVN price-checking system to determlne If, In fact, the 
controls were effective and the best prices had been obtalned fc 
AID-financed commodltles 

3 There was a need to establish and to effectively operate and ma 
taln an adequate arrival accounting system 

AID's Bureau for Far East advised the AID Controller on February 6 
1967, that the following actions have been or ~111 be taken on the above 
findings. 

1 Problems relating to GVN import licensing procedures have been 
mltlgated by recent CIP reforms lncludlng abolishment of the lm- 
port quota system, closer adherence to Office of Small Business 
procedures, and IncreasIng competltlon through allowing admrssrc 
of new Importers Devaluation has nulllfled windfall profit pos 
slbllltles and has dampened enthusiasm for speculation The Mls 
sion plans, at all appropriate levels, to take steps to urge GVK 
to improve upon and llberallze Import procedures 

2 Some monltorlng 1s being done as the Mlsslon has two trade advl- 
sors at the GVN agency Also the MIssion staff has the opportu- 
nity to examine on several occasions the Offrce of Small Busi- 
ness submlsslon In the prellcenslng phase, licenses are revlewec 
prior to Issuance Continued efforts will be made to persuade 
the GVN to permit addltlonal American staff to be asslgned to 
monitor GVN operations An order to promote lncreaslng competltlc 

3 The foundation for a new system of arrival accounting, using datr 
processing methods, has been established with the ObJective of 
gaining control of CIP commodrty arrivals and distressed cargo 
and of provldlng a good starting point for end-use audits. 
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The Inspectlons and Investlgatlons Staff (IX), formerly the Manage- 
ent Inspection Staff, and the Inspector General of Foreign Assrstance, 

'apartment of State, perform inspections and lnvestlgatlons prlnclpally 
-s to specific Lrregularitles 

From February 18 to December 31, 1966, IIS lnltlated 170 cases Of 
lese cases, 6 were closed without action because the allegations were 

-ound to be without foundation The remalnlng 164 cases were in process 
t December 31, 1966 Of the 51 cases In process at February 18, 1966, 

s lndlcated In our prior survey report, 11 resulted In remedial actlon, 
-3 were closed wlthout action because the allegatlons were found to be 
Tlthout foundation, and the remalnlng 30 cases were still In process of 
nvestlgatlon at December 31, 1966 

An IIS offzclal estimated that about 60 to 70 percent of their case 
_oad involved matters bearing on the commercial Import program. The cases 
nvestlgated by this organization cover a wrde range of lrregularltles in- 
-olvlng commodltles financed under the program, such as false certlflca- 
'ions of the origin of commodltles, kickbacks to commodity Importers, pro- 
zurement irregularities, and fraud against the United States Further 
'etalls on the work of this organlzatlon 1s shown on pages 60 to 61 

Among the variety of matters covered by the Inspector General of 
'orelgn Assistance in Vlet Nam were several lnspectlons concerning the 
ZIP, such as lack of accurate and up-to-date information, excessive prices 
aid, and possible vlolatlons of the United States source procurement 
egulations The functrons and work of this organlzatlon are further de- 
crlbed on pages 67 to 68 

evlews by AID Mlsslon Offlce of 
pecial Pro-iects 

During March 1966, the Mission established the Office of Special 
'roJects, also called the Assistant Dlrector for Special ProJects (ADSP), 
,o examine into commodity dlverslon, customs evasion, pricing, and dls- 
rlbutlon practices which In any way would benefit the Vlet Cong 

At December 31, 1966, ADSP had a staff complement of 14 with 5 addi- 
';lonal authorized posltlons unfilled ADSP's work was primarily of an 
nvestlgatlve nature relating to commodltles Imported under the commer- 

-ial Import program For example, efforts were made Cl> to determine 
hether pharmaceutrcals found In Vlet Cong caches could be directly 

Linked to the Importers, (2) to review GVN licensing procedures, and 
3) to conduct a study relating to the lmportatlon of antlblotlcs An 

DSP offlclal informed us that no records had been maintained to show 
ae audit effort expended on each assignment 

There is a question as to the future of the ADSP At the time of 
CtT review m February 1967, the unit's Deputy Assistant Director had 
een transferred to the Inspections and Investlgatlons Staff and five 

staff members had been loaned to the staff of the AID Mlsslon Controller 
111 
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ADSP no longer performs end-use audits of commodltles, These are now per 
formed by the Mlsslon Audit Branch Also, lnqurrles concerning the com- 
merclal import program formerly handled by ADSP are now referred to the 
Mlsslon's Commercial Import Div~slon except In speclflc Instances when, a 
the request of the Mlsslon Director, ADSP retains actlon. 

The Assistant Director, ADSP, In November 1966 requested the Mjssior 
Director to reappralse ADSP's asslgned functions The reappraisal reques 
was predicated on the premise that the establishment of ADSP had been an 
lnterlm measure to permit AID to build up exlstlng units with sufflclent 
manpower and know-how to assume the assigned responslbllltles of ADSP 
At the time of our review, the matter was still unresolved The Mission 
Dlrector informed us on February 7, 1967, that he was deferring his de- 
clsion on ADSP's future until a new Economic Warfare interagency orga- 
nization, planned for establishment In the Deputy Ambassador's office, 
is actually In operation. 

In April 1967, AID's Assistant Administrator for Admlnlstratlon ad- 
vised us that, in October and November 1966, the Deputy Assistant Secre- 
tary of Defense headed a study group in Vlet Nam and that this study 
group submltted recommendations for the establishment of a full-time in- 
teragency office of Economic Warfare At the present time, lndlcatlons 
are that the Offlce of Special ProJects will be malntalned, probably with 
out auditors but with analysts capable of conducting preaudlt surveys car 
cernlng AID-financed transactlons It would not duplicate or otherwise 
compete with the functions of other AID offices but would be a full-time 
service organlzatlon working with the rest of AID to collect and evaluate 
data bearing on llllclt or subversive practices and would recommend mea- 
sures for dealing with such practices. 

Office of the Special Assistant for Commodity Analysis 

The Office of the Special Assistant for Commodity Analysis COCA) In 
the Bureau for Far East/Washington complements the Mlsslon's ADSP, and, 
as of December 31, 1966, the OCA consisted of four staff members. 

We were advised by the Special AssIstant, OCA, that his offlce did 
not have the authority to implement its suggestions but could pass In- 
formatron on for conslderatlon and possible action, to the Assistant Ad- 
ministrator, Bureau for Far East, or to other appropriate offkclals wlthlr 
the Office of the Controller, the Inspections and Investlgatlons Staff, 
and the Vlet Nam AID Mission For example, the OCA transmits to the MIS- 
slon's ADSP the results of surveys and studies concerning AID-financed 
transactions polntlng out areas that appear to be in AID's interest to 
investigate Such guidance results from office surveys, as well as from 
llalson with other AID offices and other government agencies, and from 
contacts with private sources 

United States Customs Advisory Team 

The United States Customs Advisory Team became operational in 
Vlet Nam in March 1966 and has dealt primarily investigations and the 
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physical lnspectlons at the port of entry of commodities imported under 
the CIP The Customs Team also assists the GVN Customs agency In lmprov- 
lng its practices for collecting duties and taxes and in clearrng cargo 
through the ports. Under an agreement between AID and the United States 
Sustoms Service, the American technical personnel required for this op- 
eratlon are furnished by the Customs Service As of December 31, 1966, 
the Team had fllled 10 of Its 18 authorized American technlcal personnel 
posltlons and 9 of its 25 authorized local employee posltlons 

Of the 10 customs speclalists,5 were concerned prlmarlly with the 
Inspection of lncomlng CIP commodltles and 5 were performlng supervisory 
responslbllltres or were concerned generally with lnvestlgatlons pertain- 
lng to CIP commodltles The five Customs personnel performlng lnspectlons 
were assisted by an independent lnspectlon company under contract with the 
Xlssion. Data as to the extent of lnspectlons performed by both the cus- 
toms team and the independent Inspection company were not available at the 
time of our review, but we were advised that steps were under way to es- 
tablish a reporting system which would yield such data 

We found that the team had conducted 56 lnvestlgatlons, of which 
29 involved CIP commodities, 1 involved a Food for Peace commodity, and 
26 involved matters such as smuggling and illegal money transactions, 
These investrgatlons are discussed below 

1. We noted that, of 29 lnvestlgatlons lnvolvlng CIP commodities, 
19 dealt with relatively minor damage or loss of CIP commodltles and 
10 involved possible lrregularltles such as failure to meet commodity 
speclficatlons and false declaration of country of orlgln 

Following are three of the more significant cases 

a One case concerns possible fraud in connection with AID-financed 
sewing machines valued at about $320,000 This case 1s pending 
action by the GVN customs agency 

b The second case involves marine engines, valued at $690,000, which 
falled to meet speclflcatlons This case has been referred 
through the Inspections and Tnvestlgatlons Staff (IIS) to the De- 
partment of Justice. 

c, The third case rnvolves possible fraud concerning the lmportatlon 
of 011 refining equipment valued at approximately $265,000 This 
case has been referred to the IIS 

2 The lnvestlgation concerning the Food for Peace commodity dealt 
with the seizure of over 10 tons of powdered milk which was being diverted 
to the commercial market The GVN flned the carriers of the milk about 
$4,000 (dollar equivalent) and ordered the milk to be redistributed 

3 Of the 26 lnvestigatlons involving matters other than AlD-financed 
CIP commodities, 16 involved smuggling of such commodltles as motorcycles, 
furs, and gold, 8 involved illegal money transactions, such as counterfelt- 
ing, currency exchange, and improper use of mllltary postal services, and 
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2 dealt with miscellaneous problems. These cases are usually referred _ 
IIS, GVN agencies, and other rnterested partles after lnltlal work by t 
Customs Team. 

A customs offlclal informed us that additional personnel should be 
asslgned to Increase the volume of necessary lnspectlons and follow-up 
lnvestlgatlons relating to the CIP program. Consequently, positions for 
seven additlonal customs personnel have been approved 

Particular problem elements 

In our prior survey report, we concluded that there was a crltlcal 
need for more comprehensive , and therefore more effective, Internal au- 
dit and management reviews 

Although considerable progress has been made by the Mlsslon Audit 
Branch In terms of audit effort and coverage over that shown in our prlc 
survey report, we believe that addltlonal efforts are required to perfor 
a greater number of substantive audit reviews 

We noted that, during calendar year 1966, 20 of the 25 reports per 
tanning to the CIP program were Issued as a result of lnformatlon re- 
quested by AID/Washington or as a result of lnformatlon requested by ac- 
tlvlties wlthln the Mission Therefore, only five of the reports appar- 
ently resulted from reviews into areas the Mlsslon Audit Branch bellevec 
desirable or In compliance with AID manual orders In this regard, it ; 
our view that the Mission Controller should be instructed to give prior, 
to such reviews over llmlted-type reviews requested by other AID offIce=: 
unless they are requested by the Mission Director, the AID Controller, c 
higher authority as urgent. The audit record lndlcates that llmlted re- 
views on special requests were a problem in 1966 and limited the number 
substantive audit reviews. 
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ISSIQN INTERNAL A.UDIT PROBLEMS 
**ND ACTI,CN TAK,EN AND.PROPOSED 

Xafflne; Problems 

Our prior survey revealed that the effective audit effort of the MIS- 
Zion Audit Branch had been reduced substantially because of assignment of 
-"JTlerlcan audzt personnel to nonaudlt assignments, home and other types of 
leave, training, and other lndlrect assignments. We found that net ef- 
Zectlve audit time expended by American personnel for the 6-month periods 
ended June 30, 1965, and December 31, 1965, had amounted to equivalent of 
the full tLme of only 6 9 and 11 6 auditors, respectively During our 
Zollow-up survey , we found that the net effective audit time had increased 
substantially, The following table, prepared from lnformatlon In Mlsslon 
records, suxnmar~zes for the four f&month periods through December 31, 
1966, the net effective audit effort of the Mlsslon Audit Branch 

Net effective audit effort 
American audit personnel 

Six-month periods ended 
6-30-65 12-31-65 6-30-66 12-31-66 

-lumber of personnel, after de- 
ducting time on home leave 
and nonaudlt details 94 14 8 13 9 27 6 

Less time for other types of 
leave, training, etc -25 -3 2 -2 6 -61 

-Zet effective audit effort--in 
terms of equivalent personnel 69 11 6 11 3 21 5 - - - 

At the time of our current review, 33 American auditors were assigned 
to the Mlsslon and it was forecast that all 35 of the authorized American 
audItor posltlons would be fllled by Aprsl 30, 1967 

Mission records also showed that, after deducting leave and other 
Tonaudit time, an average of 14 7 local audit personnel were productively 
available during the 6-month period ended December 31, 1966, out of the 
equivalent of 18 6 assigned This an rmprovement over the 6-month period 
ended December 31, 1965, when an average of 12 5 local audit personnel 
lere productively avallable out of the equivalent of 16 9 local personnel 

assigned However, a shortage of local national auditors still adversely 
affected the capablllty of the Misszon Audit Branch At the time of our 
review, only 22 of the 46 authorized local national audltor posltlons were 
Zllled 

In our previous report, we pointed out that many of the American au- 
,it personnel asslgned to the Mlsslon Audit Branch lacked the tralnrng and 
experience needed We reported that , as of February 28, 1966, nine of the 
&erlcan auditors assigned had had previous AID experience, while the 
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remaining 10 auditors were servrng their first tour with AID. Our current 
review had disclosed that, while there has been an overall increase In the 
total number of American auditors assigned, 
AID experience, 

lncludlng those with previous 
a large proportion of the recent additions to the staff 

are auditors without previous experience nn AID work, as shown by the fol- 
lowing analysis 

AID MissIon audit staff, Saigon 
as of January 9, 1967 

Date of arrival 
at post 

Background,of American personnel 
AID- First tour 

experienced with AID Total 

Prior to July 1964 2 2 
July to December 1964 2 2 
January to June 1965 1 1 
July to December 1965 3 3 
January to June 1966 3 3 6 
July to December 1966 5 12 17 
January 1967 2 2 3 - - 

Total on board 

AID/Washington offlclals have stated that the newly recruited Amerlcar 
auditors asslgned to Vlet Nam are fully quallfled from a professional and 
educational standpolnt for the posltlons they are filling In our oplnlon, 
even though these employees may be fully qualified, there 1s no substitute 
for time on the Job to become familiar with AID's policies and procedures 

So that staffing practices may be strengthened, we belreve that AID 
should, among other things, Increase the emphasis on asslgning AID- 
experienced auditors to Vlet Nam on permanent or temporary basis and should 
consider lnltzally assigning newly recruited auditors to less demanding 
posts than Vlet Nam 

Requests for audits by other AID offices 

Another problem whrch has hampered the Mission Audit Branch In pro- 
viding adequate audit coverage of the economic assistance program to Vlet 
Nam has been the receipt of many requests from AID/Washington or other AID 
offlces These requests were often for routine, limited-scope audit work 
pertaining to small-value items, but frequently lnvolvlng CIP commodities 
of a sensitive nature or critlcal to the war effort As pointed out on 
page 27 of this report pertaining to the CIP, 16 of the 19 llmlted audit 
reports issued by the Mlsslon Audit Branch between January 1, 1966, and 
January 31, 1967, resulted from requests from AID/Washington or other AID 
offices Although these requests appeared to be legitimate attempts to 
secure audit services with resultant findings and recommendations needed 
for program purposes , compliance with these requests adversely affected 
the substantive audit coverage 
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atlons taken to Improve Ml.ssj.~n 
Jdlt staffing and coverage 

Srnce early 1966, AfD has increased the number of authorized American 
sdltor posltlons rn the Mission Audrt Branch from 21 to 35 and the number 
L P authorized local national audItor posltlons from 23 to 46 At the time 
P our current review, there were 33 and 22 American and local national L 
adltors, respectively, assigned to the Mlssxon Audrt Branch 

It was forecast that by April 30, 1967, the Mlsslon Audit Branch 
ould be staffed with Its full authorized strength of American auditors, 
3t recruitment of qualified local auditors was still a problem To com- 
znsate for the lack of cjualifled Vietnamese employees, AID recruited 
3 third country nationals fr6m Taiwan and was attempting to obtain clear- 
xe from the GVN for them to begin work in Vlet Nam At the time of our 
xrent review, GVN clearance had been obtalned for 2 of these 23 rndlvld- 
31s These two auditors arrived on February 24, 1967 

In addltlon to the actual and planned future Increases In the sxe of 
le Mrsslon Audit Branch staff, the Mission had, In September 1966, begun 
sslgnlng auditors to work In the provinces outslde the Saigon area 
2ee pp 42 to 44 ) 
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HEADQUARTERS AND WASHINGTON AUDITS, 
INSPECTIONS, AND INVESTIGATIONS 

Inspections and InvestiPatlons Staff 

The AID worldwide Inspections and Investlgatrons Staff (IIS), for- 
merly the Management InspectIon Staff, 1s responsible for personnel In- 
tegrlty wlthrn AID and for lnvestlgatlng possible violations of Federa: 
statutes and other lrregularltles relating to AID-financed transactlons 
During the first half of 1966, there were two regular staff members anL 
two or three personnel on temporary assignment In the Saigon offl<e of 
11s The number of regular staff members was increased to six by Octo- 
ber 1966 We have been lniormed by IIS offl-clals that there are plans 
to add one addltlonal inspector to the staff at Saigon during the earl: 
part of 1967 The IIS Inspectors on duty In Saigon as of December 196C 
appeared to be well quallfled from an experience standpornt as they hat 
been -Ln lnvestlgatlve type of work with the United States Government fc 
periods of 10 to 25 years 

Following 1s a tabulatron showing the status of IIS rnvestlgatlons 
In process at the time of our prior surve) and of those opened during 
1966 subsequent thereto. 

Type of case 

Opened Cases closed 
between durinp 1966 

In 2-18-66 Resulted In 
process and remedial Wrthout proces 
2?18,66 12-31-66 gction action 12-31- 

Fraud agaznst United 
States Government 15 

False certrficatron of 
orlgln of commodltles 14 

Flight of capital 
Dlversion of commodltles ,: 
"Kickback" to commodity 

Importers 6 
Procurement irregularltles 

by importers and ex- 
porters (lncludrng AID 
contractors) 4 

Bribery, forgery, smug- 
gling, and theft 3 

Conflict of interest 
Admlnlstrative lnqurrses if 
Others c& 

Total 

15 

95 

s 

14 

24 

6 
1 
5 

5 

2 24 

3 

4 16 

2 

105 

7 

Of the 51 cases 115 hwl in process on February 18, 1966, as report 
In our prior survey report, &R addition to the 11 that resulted in full 
remedial actlon, 
to the Department 

7 resulted In partial remedial action, 9 were teferreG 
of Justie~ for consrderation of criminal prosecution r 

118 



APPENDIX VI21 
Page 26 

! 

civil recovery of damages, and 4 were referred to the AID Controller for 
collection action Ten cases were closed wlthout action because the 
allegatLons were found to be wlthout foundation and 10 were still under 
,nvestlgatron by TIS IIS is also continuing to investrgate portions of 
-he seven cases which resulted in partial remedial actions, Remedial 
actions consisted of such actions as recovery of about $180,000, refund 
claims amountlng to $1 3 mlllion being forwarded to the GVN, suspension 
>f suppliers and importers, and barring of speclflc commodltles 

i 
Of the 170 cases opened since our prior survey, 6 were closed with- 

out action because the allegatlons were found to be without foundation 
3f the remaining 164 cases, (which were In process at December 31, 1966, 
5 were referred to the AID General Counsel for consideration of legal 
action, 2 to the AID Controller for refund action, and 1 to the Vlet Nam 
police for further lnvestlg$tlve actlon. Partial remedial action was 
taken in 7 cases by suspension of suppllers, however, addItiona investi- 
satlve work was still in process on these cases 

Most of the 95 cases lnvolvlng false certlflcation of origin of 
commodities were opened during the latter part of 1966, IIS officials 
*lave stated that, although some reports of lnvestlgation of these cases 
are now being received, the process LS time consuming in that such cases 
:nvolve extensive xnvestlgatlon and analysis ln several supplying coun- 
tries other than Viet Nam and a conslderable period will elapse before an 
appreciable number of investigations are completed 

XID/Washlngton Audit Division 

Ihe AID/Washington Audit Dlvlslon, as part of the Office of the 
Controller, plans and performs audits of Agency headquarters and Mlssion 
operations, evaluates the efficacy of Mission audit plans, performance, 
and staff development, and recommends, where appropriate, corrective ac- 
tion. On January 1, 1967, the Audit Dlvlslon comprised 49 professional 
staff members. Work o&%he Audit Dlvlsion as it pertains to! AID programs 
in Viet Nam is described below 

Review of Misslop actlvltles 

The Audit Division in 1966 performed a review of AID operations in 
Viet Nam covering the period July 1, 1961, to June 30, 1966. Four audi- 
tors were in Saigon from March 27 to August 12, 1966, and we were advised 
that no field trips had been made outslde the city 

The prlnclpal obJect1ve of the review was to determlne on a selec- 
tive basis the effectiveness of program lmplementatlon and flnanclal arid 
administrative management, as well as the degree of compliance by the 
Mission wzth the laws,pollcy determinations, and admlnlstratrve regula- 
tions and procedures of AID 

The report on this review which was issued on October 10, 1966, con- 
tained 30 recommendations Some of the more important matters disclosed 
in the report are as follows 
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1 The MIssIon did not have an effective System In operation to 
record the arrival and utllxzatlon of the Significant quantities 
of proJect commodltles 

2 There had been inadequate surveillance of the GVN receipt and 
distribution records by most Misslon technical divisions, and no 
reviews had been made In these areas to determine the adequacy of 
MIssIon or GVN commodity arrival recordkeeping, controls, and 
usage 

3 In financial operations, the Mission's overall audit coverage had 
been inadequate There had been an insufficrent number of audits 
of the highly Important commercial Import program and no reviews 
of control over the large amounts of commodltles purchased for 
the revolutionary development program or for direct delivery to 
GVN agencies There were also deficlencles In the timely sub- 
misslon to AID/Washington of required reports on Mlssion audit 
plans and performance 

4. In the $10 million purchased plaster program, proper monitoring 
of plaster advances would have detected or precluded some of the 
serious irregularltles uncovered later by Missron audits Also, 
funds obligated for release to lndlvldual provinces were used m 
subsequent years for purposes other than those contalned in the 
obligating agreements 

5 The National Agricultural Credit Offlce, a GVN agency, which had 
received srzable assistance since 1957 and had not been able to 
accomplish its intended obJectives, was on the verge of insol- 
vency The Audit Dlvislon believed that with proper supervision 
by the Mission this deterloratlon would not have gone unnoticed 
and that steps could have been taken to stem the decline 

6 In the title II, Public Law 480, program, duplicate records were 
being malntalned in Mission offlces and agencies of the GVN 
Further, certain control features were lacking in the handling 
and forwarding to AID/Washington of claim documentation 

7 There have been longstandlng deflclencies In the area of noncom- 
pliance with AID procurement regulations to ensure competltlve 
pricing Measures have been taken recently toward their correc- 
tion However, there was a need for an Amerxan staff adequate 
to monitor the GVN price-checking function 

AID's Bureau for Far East did not respond to the AID Controller on 
the recommendations until February 6, 1967 The Bureau's comments lndl- 
cate that actlon has been or will be taken on the matters described above. 

In January 1967, the Audit Dlvmron asslgned two auditors to Saigon 

to review the systems currently being considered and Implement-d, to make 
certain that they provide adequate accountablllty records and systematic 
recordatlon of receipts, issues, and balances of commodltles at storage 
Or control points to ensure necessary audit trail for future audits and 
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verlfrcatlon Further, the group was to consider the feaslblllty of 
making verrflcatlons of systems already In operation and of systems In 
process of being Installed ; 

"s 
Surveillance of Mlsslon actlvltles 

The Audit Dlvislon has mada an evaluation of each of the 34 audit' 
reports issued by the AID Mission in Vlet Nam during the 6-month perrod 
ended December 1966 The evaluations made by the Audit Division and ' 
correspondence with the Mlsslon indicated that the Mission's audit re- 1 
ports were generally consldered satisfactory F 

f 
It 1s our view that these evaluations served a useful purpose even 

though they were llmlted by (1) the lack of opportunity for-dlscusslonF 
between the Washington reviewer and the Mlsslon auditors primarily re- 
sponslble for the work and (2) the lack of reference by the WashIngton 
reviewer to the Mlsslon working papers supporting the report 

The AID Controller notlfled the MissIon in September 1966 that there 
was a need, and provrded constructive guidance, for a higher quality of 
reporting and a more complete disclosure of audit findings even when ad- 
vised by MIssron personnel that action had been taken to correct the re- 
ported deflclencles 

The AID Controller, In a message to AID Missions on November 23, 
1966, reaffirmed and stressed the need for Mission audit effort and the 
independent role of the Mission Controller In the execution of his audit 
responslbllltles and made the following specific points 

1 The responslblllty for the timely srhedullng, lncludlng prlorl- 
ties, and performance of MIssion audits of AID-financed assls- 
tance of all types and for Mlsslon admlnlstratlve actlvltles 1s 
vested in the Mission Controller 

2 Audits performed by overseas Mission personnel will be addressed 
to the Mission Dlrector over the signature of the Mlsslon Con- 
troller, Independent of the dzctates of any other Mlsslon offl- 
cial 

3 Clearance for issuance of audit reports by any Mlsslon offlclal 
prior to release by the Controller IS not necessary 

4 Issuance of Mlsslon audit reports to senior Mission management 
offlclals and actlon offices and to AID/Washington shall be ac- 
complished concurrently 

A review of Mission audits In November 1966 revealed that the qual- 
ity of the reports had improved over the past few months but that produc- 
tion during fiscal year 1967 had been less than satisfactory 

1 An AID Audit Division offlcral told us that during his supervisory 
visit to Saigon In December 1966 he had advised Mlsslon offlclals that 
a disproportionate amount of time was being spent on request reviews wrth 
llmlted audit coverage 
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In view of the Audit Dlvlslon frndlrg that the MissIon's overall 
audit coverage during the period July 1, 1961, to June 30, 1966, had 
been Inadequate (see p 61 >, we suggest that the Audit Dlvlslon follow 
up on this matter in Its next audit of Mlsslon operations and closely 
review the adequacy of the Missron's audit efforts, Including such mat- 
ters as coverage of the primary control facets of AID's assistance pro- 
grams In Vlet Nam. 

AID/Washington Ooeratlons Evaluation Staff 

The AID/Washington Operations Evaluation Staff (OES) 1s a staff 
faclllty of the Admlnlstrator for making special assessments of AID 
pollcles and programs in ald-recelvrng countries and of the performance 
of the AID Mlsslon staff and related headquarters staff in carrying out 
country programs The Acting Chalrman of the OES informed us that the 
OES had performed no evaluations In Viet Nam and that he was not aware 
of plans to do so in the near future 
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Plnanclal Review. Division, 
3ffice of the Controller, AID/Washington 

Ihe Fsnancial Review Dlvislon, AID/Washington, consists of a Voucher 
Zxamrnatlon Branch (VEB), Price Analysis Branch (PAB), Banking Branch, and 
3ystems Staff The VEB and PAB perform functions relating directly to 
",'ret Nam actlvltles as outllned below 

VoucherExamlnatlon Branch 

The Voucher Examlnatlon Branch 1s responsible for the examlnstlon, 
sudlt, and certlflcatlon of vouchers, prlmarlly from the standpoint of de- 
termlnlng ellglbllrty of supporting documents, and the monltorlng of cer- 
tain policy and regulatory provlslons imposed by the United States Govern- 
Tent Within the VEB, there 1s a Comnodlty Audit Unit whrch 1s respon- 
sable, among other things, for the examlnatlon of vouchers and related 
supporting documents lnvolvlng AID commodity expenditures for program and ' 
capital assistance 

Durrng calendar year 1966, the Commodity Audit Unit of the VEB au- 
Jlted 27,181 transactlons amountrng to over $764 mllllon out of a total of 
X5,672 transactlons amounting to over $1,400 mllllon An AID official ' 
advIsed us that it was not practicable to ldentlfy vouchers applicable to 
the Vlet Nam program for the entlre calendar year 1966 However, we were 
Zurnlshed with data showing that, for the 6-month period ended December31, 
1966, the Commodzty Audit Unit audlted a total of 6,827 transactlons 
smountlng to about $113 mllllon applrcable to the Vlet Nam program 

As a result of the audit of vouchers, the Commodity Audit Unit, dur- 
,ng calendar year 1966, Issued 330 bills for collection amounting to over 
$5 mrllLon, of which 39 amounting to about $223,000 were applicable to the 
Tiet Nam program 

AID offlclals estimated that, of the 1,579 productive man-days ex- 
?ended during the period July to December 1966 in the Commodity Audit 
Jnit, 623 man-days, or 39 percent, were related to the review of Vlet Nam 
transactions 

Price Analysis Branch 

The basic responsiblllty and actlvlty of the Price Analysis Branch 1s 
the postaudlt of AID-financed transactrons to ascertain whether there has 
Jeen compliance with all applzcable requirements related to price, as pre- 
;crlbed in statutes, regulatrons, or the terms of authorizing documents, 
2nd the initiation of remedial actlon when vlolatlons are found The re- 
rlews are made by commodity specialists having speclallzed knowledge of 
:he trade terms and practices 

As of January 31, 1967, the PAB staff consisted of 20 full-time em- 
7loyees lncludlng 5 secretary-clerks AID officials estimated that about 
50 percent of total available staff time was devoted to Vlet Nam matters 
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about 
During calendar year 1966, PAB audlted 7,931 transsctlons amounting _ 

$198 millxon, of which 2,946 transactions amountlng to about $61 mi- 
lion were applicable to the Vlet Nam program As a result of the audit c 
transactlons, PAB issued 95 bills for collection amounting to over $4 3 
mrlllon, of which 13 amounting to about $2.3 mllllon were applicable to t 
Viet Nam program 
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INSPECTOR GENERAL OF FOREIGN ASSISTANCE 
DEPARTMENT OF STATE 

The Inspector General of Foreign Asslstanre (IGA), Department of 
State, has statutory responsrbllrtles under subsectron 624(d) of the For- 
ergn Assistance Act of 1961, as amended, for reviewing the effectiveness 
of United States economrc and mllltary assistance programs, Peace Corps 
operations, and Public Law 480 actlvltles By law, the Inspector General 
reports directly to the Secretary of State There are 23 inspectors ln 
IGA, The office conducts lnspectrons throughout the world, submits find- 
lngs and recommendations to the head of the operating agency concerned, 
and follows up on recommendations to determlne actlon taken by the agency 
involved 

In Its report dated October 12, 1966, on Unlted States assistance 
programs In Vret Nam, the Foreign Operations and Government Information 
Subcommittee of the House Committee on Government Operations made two rec- 
ommendatlons concernLng actlvltles of IGA in Vlet Nam It recommended an 
increase In the frequency and coverage of IGA inspections, and it recom- 
mended a greater degree of formality In the presentation of reports on In- 
spections 

The Inspector General agreed with the SubcormnLttee that It would be 
worthwhile for his office to spend more time rn Vlet Nam, and he also 
agreed that there had been Instances where rt would have been better to 
report in a more formal fashron on rnspectron matters which were, instead, 
set forth only in Internal memoranda of record 

We were informed by IGA inspectors that their work 1s generally car- 
rled out by ldentlfylng problem areas through dlscusslons with agency man- 
agement personnel and by monltorrng communlcatlons between the WashIngton 
headquarters and various field actlvltles On the basis of the discus- 
sions and monltorrng, problem areas which remarn unresolved for excessive 
lengths of time are selected for revrew Inspection work at the field 
level 1s concentrated on lndlvldual management problems lnvolvlng poten- 
tial or actual losses with the obJectlve of developing recommendations for 
their correctron Moreover, review of program operatrons rn the field 
also results in the ldentlflcatlon of additional areas where improvement 
is needed, and corrective actions are recommended 

Information furnlshed by IGA showed that, during calendar year 1966, 
members of IGA spent a total of 179 days rn Vlet Nam This represented 
18 2 percent of the total overseas actlvltles of the office The corre- 
sponding figure for calendar year 1965 was 51 man-days In Vlet Nam, or 6 7 
percent of the total overseas effort During the first quarter of calen- 
dar year 1967, more than one third of the IGA overseas effort was repre- 
sented by trips to Vlet Nam 

TGA made recommendatrons on a wide variety of subJect matters In 
7ret Nam during calendar year 1966 Among the matters dealt with were 
controls over the commercial import program, gold outflow problems, black 
-market currency operations, nonutilization of equipment, AID Mission in- 
ternal audit effort, and apparent procurement lrregularltles 
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APPENDIX VIII 
Page 33 

The efforts of the IGA have been concentrated on economac assl:tancc 
No efforts have been expended on mllrtary assistance furnlshed to Vlet NC 
or other Free World Forces In that these are no longer funded from the 
mllltary assistance approprlatlon, but are funded directly from the mllr- 
tary services' appropriations The Department of Defense audit agencies 
have the responsibility for audrtlng the mllltary assrstance program, ani 
their activities In this regard are discussed further on page 88 
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